




I’RINCII'l.IvS OF 
INDliSTRIAL F:NGINF,F,R1N(J 



VHe Qraw^JJill Book Qx Im 

PUBLISHERS OF BOOKS F 0 

Coal Age ^ Electric Railway Journal 
Electrical World ^ Engineering News -Record 
American Machinist Ingeniena Internacional 
Engineerings Mining journal ^ Power 
Chemical S Metallurgical Engineering 
Electrical Merchandising 


PRINCIPLES 


OF 


INDUSTRIAL ENGINEERING 


HY 

CHARLES lU’X'LON (iOINHJ, M.S(. 

M \N IDlloH TUI » N( . I N t ( l< I N ( , M \(. \ /IM , 

Al FMOU ()!• '• \n 1 1U)1)S ol- no- s \ M A J !•, ’ I I. , I IC. 


I'lii-^r I'^Dinov 
'I'uiltD Imtuosion 


McGRAW-HILL BOOK COMPANY, Inc. 
2:i!F \Vi:ST S'i’IllCICT. NICW YORK 

LONDON: HILL PUBLISHING CO., Ltd. 

6 & 8 BOUVKRIi; ST.. E.C. 

1911 



CoinKK.IIT, I9II, HY IHK 

M(:('rRA\V-IIILL 1K)()K COMPANY 



PRl'.IACK 

'I'hc subject matter of this liock is substantially the text 
of a senes ot lectures prepared uiuler the auspices of the 
Department ot iMechanic.il b n[;ineerin^ ol Columbia I ni- 
\ersity, lor deli\'ery to senioi' students. As lieie piesented, 
it takes the torm e\ol\ed Irom tlnee ye. ns’ ixperieiue in 
the class-room at Columbia, somewhat modilied from the 
manner ot the lecture pl.utorm, .ind .id.ij)ted to meet the 
needs ot a more ^enei.d stud\ as discovered by cont.ut with 
non-technical audiences .it Il.irvard .ind thc‘ New Mn'k 
Idiiversity, and by ni.in\ imiuiries .iddrc'ssed to the lAlitori.il 
Department of 'llic l.iKjinrrinui Mdtfdznir. 

d he original |)ui[U)sc' when the woik was undeitaken at 
Columbia in i^oS 09 was to lay the touiul.it 10ns lor a com- 
posite course in W'oiks M.ina^ement, m which sewer.il 
eminent practitioners should lollow with successive portions 
of the main structure, experiment showed, however, th.it 
the better plan w.is to ^ive- these* prepai.itorv e-ssavs r.ither 
the character ot .1 })rim.ir\ tri.inj^ul.ition, coveim^ the- whole 
province, though it might he only in veiv hro.id outline, 
b'urther detail might then he tilled m seetionally, .is ex- 
pedient, by speci.ilists, each in his own subject. i bus, the 
discussion now reduced to iiimted ch.ipieis, w.is to he co- 
ordinated with cert.iin lectures by Charles U C .irjumte'r, on 
factory and commercial organization; by I I.ii rmgton^ Diner- 
son, on the jdiilosophy ot etFiciency; by II. D. (iantt, on 
scientific management; by K. d'. langley, on f.icteiry ac- 
counting. It Ijas not seemed feasible to co-ordinate these 
other lectures here so that the volume might present the en- 
tire argument. Several of the collaborators hav e {nihlished 
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independently even fuller expositions of their thought on the 
special topics, and reference to these will be found through- 
out the book. 

This volume is therefore put forth to serve in a wider 
sphere the same function it served in the Columbia course — 
that of affording a carefully chosen standpoint from which 
to view the principal factors in the industrial problem, their 
relations and influence, and the properties and efficacies of 
the more important solutions so far proposed. 

The scale, as already said, is broad. The study is 
directed almost wholly to the discovery and definition of 
ideals and principles, or in some cases of institutions; very 
little attempt is made at the description of methods and de- 
vi(*es. The book advances no claim of exhaustiveness, hut 
only of an earnest effort to maintain a just scale of propor- 
tion, and to trace an outline of the province it undertakes 
to delimit, by which the student of industrial engineering 
may safely orient himself in his further and closer examina- 
tion of the subject. 


May, 1911. 


C. B. G. 
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PRINCIPLES OF INDUSTRIAL 
FNGINFFRING 

CHAP'l'KR I 

'1 111': OK i(. IX OF 'I 111' IXDI S I'Kl \L S\ S I'VAl 

I NDUS I RIAI. engineering is the fonnul.iteil science of 
management. It directs (he etlleient condiiet of manufac- 
turmg, eonsti iietion, transportation, or even commereial en- 
terprises — ot any undertaking, indeed, in which human labor 
is directed to ace()ni[)lishing any kind of work. It is of very 
recent origin. Indeed, it is only just emerging from the 
formative period — has only just erystalli/ed, so to speak, 
trom the solution in whieh its elements have been combin- 
ing during the past one or two decades, d'he conditions 
that have brought into i)eing this new applied science, this 
new branch of engineering, grew out of the rise and enor- 
mous expansion of the manulacturing system. ^ his phe- 
nomenon of the evolution of a new aj^plied science is like 
those that have been witnessed in other fields of human 
effort tvdien some great change, internal or external, forced 
them from a posititin of very nimor importance into that of 
a major service to civilization. Cddumbus could blow 
across the ocean in a caravel to an unknown land/^ll; but 
before a regular packet service could be run between New 
York and Liverpool navigation must be made a science. It 
has drawn u]ion older, purer sciences for its fundamental 
data — upon astronomy, meteorology and hydrography, and 
later upon marine steam engineering and electricity; but out 

I 
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of all these It has fused a distinct body of science of its ovvft, 
by which new practitioners can be trained, by which cer- 
tainty, safety and efficiency of performance may be sub- 
stantially assured. 

Navigation is not merely making correct observation of 
the sun and stars, of lights and beacons, of log and lead; 
it is not merely directing the propelling and steering ma- 
chinery; it is not merely knowledge^ of courses and dis- 
tances; it is not merely storm strategy. It is the co-ordina- 
tion of all these in handling the equipment provided by the 
marine engineer and naval architect, through the work of a 
crew of men. 

In somewhat like manner, industrial engineering ^ has 
drawn upon mechanical engineering, upon economics, soci- 
ology, psychology, philosophy, accountancy, to fuse from 
these older sciences a distinct body of science of its own. It 
does not consist merely in the linancial or commercial direc- 
tion, nor merely in running the power-plant or machinery, 
nor merely in devising processes or methods. It consists in 
co-ordinating all these things, and others, in the direction of 
the work of operatives, using the equipment provided by 
the engineer, machinery builder, and architect. 

The cycle of operations which the industrial engineer di- 
rects is this: Money is converted into raw materials ^id 
labor; raw materials and labor arc converted into finished 
product or services of some kind; finished product, or serv- 
ice, is converted back into money. I'he difference between 
the first money and the last money is (in a very broad seftse) 
the gross profit of the operation. Part of this is absorbed 
in the intervening conversions, or, in other words, in the 
operations of purchase, manufacture, sale, and the adminis- 
tration connected with each. 

1 A systematic presentation of the field of industrial engineering from 
an entirely dilTcrent point of view and by a very different method will 
be found m “ Factory Organization and Administration,” by Prof. Hugo 
Diemer; McGraw-Hill Book Co. 
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•Now the starting level (that is, the cost of raw materials 
and labor) and the final level (the price obtainable for fin- 
ished product) — these two levels arc generally fixetl by com- 
petition and market conditions, as surely and as definitely as 
the differences in level between intake anti tail race are 
fixed in a water power. Hence our profit, like the energy 
delivered at the bus bars, varies not only with the volume 
passing from level to level, but with the efficiency of the 
conversions between these levels. In the hydroelectric 
power-plant, the conversion losses are hydraulic, mechanical 
and electrical. In any industrial enterprise the conversion 
losses are commercial, manufacturing, administrative. It is 
with the efficiency of these latter conversions that industrial 
engineering is concerned. • 

i'he industrial engineer may have in his organization staff 
many mechanical engineers superintending special depart- 
ments — design or construction, or the power-[)lant, for in- 
stance — while his own duty is to co-ordinate all these factors, 
and many more, for tfie one great, central purpose of effi- 
cient and economical production. He is concerned not only 
with the direction of the great sources of power in nature, 
but with the direction of these forces as exerted by ma- 
chinery, working upon materials, and operated by men. It 
is th|^ inclusion of the economic and the human elements es- 
pecially that differentiates industrial engineering from the 
older established branches of the profession, d o put it in 
another way: The work of the industrial engineer not only 
coversi%echnical counsel and superintendence of the technical 
elements of large enterprises, but extends also over the man- 
agement of men and the definition am^ direction of ]:fcflicics 
in fields that the financial or commercial man has always 
considered exclusively his own. 

In general, tlfe work of the Industrial engineer, or, to use 
a yet more inclusive term which is cofning into general use, 
the efficiency engineer, has two phases. The first of these 
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is analytical — we might almost call it passive to distinguish 
it from the second phase, which is synthetic, creative, and 
most emphatically active. 1 he analytical phase of indus- 
trial or efficiency engineering deals merely with the things 
that already exist. It examines into facts and conditions, 
dissects them, analy/.cs them, weighs them, and shows them 
in a form that increases our useful working knowledge of 
the industry with which we have to deal. To this province 
of industrial engineering belong the collection and tabula- 
tion of statistics about a business, the accurate determination 
and analysis of costs, and the com|)arison of these costs w'ith 
established standards so as to determine whether or not they 
are normal, d o this sort of work I larrington Emerson ap- 
plies the term “ assays,” speaking of labor assays, expense 
assays, etc., and maintaining (with good reason) that the 
expert efficiency engineer can make determinations of this 
sort as accurately, and compare them with standards as in- 
telligently, as an assayer can separate and weigh the metal 
in an ore. d o this province belong also such matters as 
systematic inquiry into the means and methods used for re- 
ceiving, handling, and issuing materials, routing and trans- 
porting these materials in process of manufacture, the gen- 
eral arrangement of the plant, and the effect of^ this 
arrang^nicnt upon economy of operation, d o this province 
belongs, also, the reduction of these data and other data to 
graphic form, by which their inHuence and bearing upon 
total result are often made surprisingly and effectively man- 
ifest. It is wonderful how much new knowledge a man 
may gain about even a business with which he thinks he is 
thorcvjghly familiar by plotting various sorts of data on 
charts where, say, the movement of materials back and 
forth, or the rise of costs under certain conditions, are trans- 
lated immediately into visible lines instead of being put into 
the indirect and rather unimpressive form of long descrip- 
tions or tabular columns of figures. 
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The great purpose and value, indeed, of these analytical 
functions of industrial engineering is that they visualize the 
operations of the business and enable us to pick out the weak 
spots and the bad sfiots so that we can apply the right rem- 
edies and apply them where they arc needed. They make 
us apprehend the presence and the relative importance of 
elements which would otherwise remain lost in the mass, un- 
detected by our unaided senses. 

d'he second phase of industrial engineering — the active, 
creative and synthetic j)hase, — goes on from this point and 
effects improvements, dewises new methods and processes, 
introduces economies, develoj)s new ideas. Instead of 
merely telling us what we have been doing or what we arc 
doing, it makes us ilo the same thing more economically#or 
shows us how' to do a new thing that is better than the old. 
'i'o this part of works management belongs, for example, 
the rearrangement of manufacturing plants, of depart- 
ments, or of operations so as to simplify the process of man- 
ufacture; the correction of inefficiencies, whether of power, 
transmission, e(|ui[)ment or labor; the invention and appli- 
cation of new policies in management wdiich make the ideals 
and purposes of the head operate more directly upon the 
conduct of the hands; the devising of new wage systems by 
which, for example, stimulus of individual rewareVpropor- 
tioned to output makes the individual employee more pro- 
ductive. 

The exercise of these functions, whether analytical or 
creative, by the industrial engineer or the efficiency engineer, 
retjuires that he shall have technical knowledge and scien- 
tific training, but in somewhat different form from thCt^quip- 
ment of the mechanical engineer and somewhat differently 
exercised. 

Industrial efigineering deals with machinery; but not so 
much wnth its design, construction? or abstract economy, 
which are strictly mechanical considerations, as with selec- 
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tion, arrangement, installation, operation and maintenance, 
and the influence which each of these points or all of them 
together may exert upon the total cost of the product which 
that machinery turns out. 

It deals with materials, but not so much with their me- 
chanical and physical constants, which are strictly technical 
considerations, as with their proper selection, their standard- 
ization, their custody, transportation, and manipulation. 

It deals very largely with methods; but the methods with 
which it is particularly concerned are methods of performing 
work; methods of securing high efficiency in the output of 
machinery and of men; rnetliods of handling materials, and 
establishing the exact connection between each unit handled 
and the cost of handling; methods of keeping track of work 
in progress and visualizing the result so that the manager 
of the works may have a controlling view of everything that 
is going on; methods of recording times and costs so that 
the efficiency of the performance may be compared with 
known standards; methods of detecting causes of low effi- 
ciency or poor economy and applying the necessary remedies. 

It deals with management — that is, with the executive 
and administrative direction of the whole dynamic organ- 
ization, including machinery, equipment and men. 

It dea’ls with men themselves and with the influences which 
stimulate their ambition, enlist their co-operation and insure 
their most effcctix e work. 

It deals with markets, with the economic principles or 
laws affecting them and the mode of creating, enlarging, or 
controlling them. 

Tht? Tnost important elements of industrial engineering 
are summed up in this alliterative list — machinery, mate- 
rials, methods, management, men and markets. And these 
six elements are interpreted and construed by the aid of an- 
other factor whose name also begins with m — Money. 
Money supplies the gauge and the limit by which the other 
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factors are all measured and adjusted. 1 his of course is true 
not alone of industrial engineering; the civil engineer, the me- 
chanical engineer, the electrical engineer, the mining en- 
gineer, each and all must normally he c\[)ected to make 
money for his employer or client. One of the simplest prin- 
ciples of the profession, but one which the mere technician 
sometimes finds it hardest to keej> in mind, is that the pri- 
mary purpose for which the engineer is usually engaged is 
to direct the employment of capital so that it may pay hack 
dividends to its owaiers. And while this is generally true 
of all engineering em^iloyment, it is most particularly, con- 
tinuously and everlastingly true of works management. It 
is much easier to conceive of the ci\il engineer or the me- 
chanical engineer being retained to carry out some piece^of 
work in which scicntillc accuracy is demanded regartlless of 
cost, than it is to conceive ol a shop superintendent being 
directed or even permitted to manulacture a line of product 
regardless of cost. 

It is the ever-present duty of the industrial engineer, of 
the efficiency engineer, to study constantly, and to study con- 
stantly harder and harder, the question of eijuivalency be- 
tween the dollars s[)ent and the things secured. It is not 
sufficient, for example, for him to know that a machine sold 
for $100 costs $75 to make, d'his may be a v^ry good 
profit and the machine itself may be an excellent one. 
There may be vouchers honestly connecting every cent of 
the $75 cost with some actual item of material, labor, or 
expense. Nevertheless, the industrial engineer must con- 
stantly look back of these figures to see whether by some 
change of machinery, some modification of materials, some 
alteration of methods, some higher skill in management, 
some stimulus to the men, he can make the machine cost less 
than $75 for ^ts manufacture, or can make it a better ma- 
chine for the same cost, or perhaps c^n do both. 

In short, the industrial engineer is under unending and 
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unremitting pressure to secure a true proportion between 
what he spends and what he gets. And the proportion is 
never true so long as the smallest opportunity remains for 
getting more in return for what he spends, or for spending 
less in payment for what he gets. I'he function of the in- 
dustrial engineer is to determine with the utmost possible 
wisdom and insight whether and where any disproportion 
between expenditure and return exists, to find the amount of 
the disproportion, the causes of such disjiroportlon, and to 
apply effective remedies. 

The forces causing this pressure for the reduction of cost 
are principally two. d'he older and cruder is competition, 
d he later and larger, which in itself carries the answer to 
copipetitlon, is the effort toward erticiency. 

Competition was not created by the manufacturing sys- 
tem. It existed from the foundation of the world. But 
it took on a new meaning and new activity when the things 
began to be made first and sold after (as they are under the 
manufacturing system) instead of being sold first and made 
afterward, as they were under the older order. If you con- 
tract to buy something which is not yet in existence — a 
bridge, a house, a suit of clothes, or what not — the bar- 
gain is largely a matter of estimate, often, Indeed, a matter 
of guesswork, on both sides. You have to strike a mental bal- 
ance between the several alternatives presented and compare 
in your mind net results of cost, design, quality, certainty and 
promptness of delivery, personality, credit, and perhaps 
many other things, some of them intangible, and some only 
to be proved by the outcome. The proposition that seems 
most attractive is closed; the competing ones are never car- 
ried out at all. The buyer never can tell with absolute cer- 
tainty whether or not he got the best value for his money; 
he can only compare the thing which has been made with what 
he thinks the other things would have been if they had been 
made. The seller does not know until everything is over 
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whether or not he niacle a profit, or how much. But when 
you sell things already made, like lathes or high-speed en- 
gines or dynamos, oii the sales-room floor, the prospective 
buyer can make the most absolute and intimate compiirison 
betw’een the things and their prices. I le can compiire 
Brown ik Sharpe with Lodge Shipley, I larrishurg with 
the Ball engine, Westinghouse with Crockcr-Whceler. He 
can compare accurately design, (juality, cost before a woi'd or 
a dollar passes. 1 he necessity for otiering the best goods 
for the least money and yet making a fair profit becomes 
\ ital and insistent, and so the knowledge of actual costs and 
the ability to reduce costs become fundamental. Competi- 
tion has therefore been in one w.iy a tremendous force for 
economy in manufacturing. Ami \et, by a p.iradox, in an- 
other way competition h.is been one of the great sources *of 
waste, by causing du[)lication of plant, of organi/.ition, of 
equipment, of sales effort, and of middle-men — none of 
which may ha\’e any better reason for existence than some- 
one’s desire to share in tempting-looking profits, but all of 
which must be paid by the consumer — all of which become 
a burden on society at large. 

Lhe new and ethically fine ideal, therefore, is efficiency 
— the reduction of costs and the elimination of waste for 
the primary purpose of doing the thing as well as it can 
be done, and the distribution of the increased proTits thus 
secured among producer, consumer, and em[)loyee. J^ffi- 
ciency is a concept as much finer than competition as crea- 
tion, conservation, is liner than warfare. It is a philos- 
ophy — an interpretation of the relations of things that may 
be applied not only to industry but to all life. Let nv.*,quote 
a few sentences from Harrington Limerson’s “ I^fficiency as 
a Basis for Operation and Wages ” : 

“If we coulj eliminate all the wastes due to evil, all men 
would be good; if we could eliminate all the wastes due to 
ignorance, all men would have the benefit of supreme wis- 
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unremitting pressure to secure a true proportion between 
what he spends and what he gets. And the proportion is 
never true so long as the smallest opportunity remains for 
getting more in return for what he spends, or for spending 
less in payment for what he gets. I'he function of the in- 
dustrial engineer is to determine with the utmost possible 
wisdom and insight whether and where any disproportion 
between expenditure and return exists, to find the amount of 
the disproportion, the causes of such disjiroportlon, and to 
apply effective remedies. 

The forces causing this pressure for the reduction of cost 
are principally two. d'he older and cruder is competition, 
d he later and larger, which in itself carries the answer to 
copipetitlon, is the effort toward erticiency. 

Competition was not created by the manufacturing sys- 
tem. It existed from the foundation of the world. But 
it took on a new meaning and new activity when the things 
began to be made first and sold after (as they are under the 
manufacturing system) instead of being sold first and made 
afterward, as they were under the older order. If you con- 
tract to buy something which is not yet in existence — a 
bridge, a house, a suit of clothes, or what not — the bar- 
gain is largely a matter of estimate, often, Indeed, a matter 
of guesswork, on both sides. You have to strike a mental bal- 
ance between the several alternatives presented and compare 
in your mind net results of cost, design, quality, certainty and 
promptness of delivery, personality, credit, and perhaps 
many other things, some of them intangible, and some only 
to be proved by the outcome. The proposition that seems 
most attractive is closed; the competing ones are never car- 
ried out at all. The buyer never can tell with absolute cer- 
tainty whether or not he got the best value for his money; 
he can only compare the thing which has been made with what 
he thinks the other things would have been if they had been 
made. The seller does not know until everything is over 
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upon a wise co-ordination and balance between technicab 
commercial, and human considerations. It Is frequently 
necessary in addressing a commercial audience to empha- 
size the importance of the technical element. Before a 
technical audience, on the other hand, em|>hasls must often 
be laid on the commercial and psychological factors that In 
practical achievement must always be interwoven with the 
technical factor, livery great industrial organization ami 
every great step in Industrial progress to-day includes all 
three elements, but they will perhaps appear more distinct 
if we look at the origin anti source of the manufacturing sys- 
tem, out of which this new science of industry has sprung, 
d'he origin of the manufacturing system was clearly enough 
the Introduction of a grouf) of Inventions that came In close 
sequence about the end of the eighteenth century and be- 
ginning of the nineteenth. I'licse were the steam engine, 
mechanical spinning and weaving machinery, the steamboat, 
the locomotive, and the machine-tool. It is commonly as- 
sumed that the great cause of the entire movement was 
Watt’s Improvement of the steam engine — that the indus- 
trial era which began a little more than a century ago was, 
so to speak, waiting in suspense, in the hush of things un- 
born, ready to leap into being as soon as tlie prime mover 
had been perfected to a point of practical service. 

This view seems to be Incomplete. 'J'he steam engine 
had been discovered, forgotten, and rediscovered, it would 
be difficult to say how often, from the time of Hero or 
earlier down to the time of Watt — foi gotten and ignored 
because the world had no use for it; the economic conditions 
were not ripe for it. If there had been the samc^ejemand 
for power to pump the mines in l^ingland, the same demand * 
for machinery in the textile industries of bmgland, the same 
need for bett^ vehicles to transport commercial products by 
land and by sea, in the time of Papin or the Marquis of 
Worcester that there was in the time of Watt, I think it is 
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quite conceivable that the inventions which made Watt fa- 
mous would have come a full century earlier, and his genius 
would have been exerted upon a later stage of the problem, 
as the genius of Willans and Corliss and Parsons and Curtis 
has been within the period of our own lives. 

I am strongly inclined to believe that the world has al- 
ways had something near the quality and quantity of en- 
gineering talent it has been able to use. When civilization 
was dependent chiefly upon roads, aqueducts, bridges and 
buildings, it got them. We have never done some of these 
things better, technically speaking, than the Assyrians, or 
the Romans, or the architects of the great cathetlrals of the 
middle ages; some, indeed, we perhaps never shall do again 
as well. Newcomen, Watt, Arkwright, Stephenson, Besse- 
mer, applied genius to a new sort of opportunity, rather than 
embodied in themselves a new order of genius. I'hey may 
Indeed have been greater than other workers who preceded 
them, but the more Important element in their success is that 
the world was at last ready and waiting as It never had been 
before for the peculiar product of genius they had to offer. 
I'hls readiness that opened the door to their success was due 
to economic or commercial conditions, not merely to the 
technical Invention. In its larger relations, then, technical 
success depends upon commercial opportunity. 'There must 
be a potential market. Bessemer steel could not have found 
any welcome In the Stone Age. "The typewriter would not 
have succeeded in the dark ages when no one but a few 
clerics could read and write. Savages who traded cocoa- 
nuts for beads and brass wire could afford no encouragement 
to the qianufacturer of the cash register or the adding ma- 
chine. It was not because of thermodynamic inefficiency 
that Hero’s engine failed of adoption. On the other hand, 
when the world was ready for steam power it accepted very 
gladly to begin with a very crude machine, and technical im- 
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provcmcnt went step by step with larger practical iitlll/ation, 
sometimes leading ami sometimes tollowing. I here must, 
then, be a potential market or application, or advance in the 
applied sciences will be limited. I'his is an axiom to be 
placed alongside of another — that there must be scientllic 
study and research, or liulustries based upon the ai^pbca- 
tions of science will st.ignate and remain at a low stage ot 
efficiency. 

The second factor in industrial progress, then, is the com- 
mercial factor. 'There must be a potential market; but it 
does not follow from this that technical progress is wholly 
subordinate to economic conditions. 1 he iiu’cntor or the 
engineer is not of necessity merely a follower of progress in 
commerce or industry. Many ol the great .id\ anec's in ap- 
plied science, or in brandies of iiulustiial achievement [)er- 
haps too lowly to be cMlled applied science, ha\e been made 
by man who foresaw not only technical possibilities but 
commercial possibilities — who undertook not only to per- 
fect the invention but to show the world the advantage of 
using it. I think this was substantially the case with wire- 
less telegraphy, with the cash register and typewriter. No- 
body had demantled these things because nobody hati thought 
of them, and the products e act m each instance included 
not only technical insight into the possibilities of doing the 
thing, but human insight into the fact that people would ap- 
preciate these things and use them if they could be furnished 
at or below a certain cost. Nlodern industrial methods have 
shown us that in many cases there is no such thing as a fixed 
demand beyond which supply can not be absorbed, but that 
demand is a function of cost of production. 1 here^rnay be 
no demand at all for an article costing a dollar, but an al- 
most unlimited demand for the same article if it can be sold 
at five cents. *A large part of the work of the production 
engineer lies in the creation of methods by which the cost of 
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production is decreased and the volume of production is 
thereby Increased, with advantages to both the producer and 
the consumer. 

In all these cases you see that technical achievement, tech- 
nical success, is closely interlocked with industrial or eco- 
nomic conditions, and with the understanding and control of 
industrial or economic influences and forces. 

'J'he third factor in industrial progress is the psychological 
factor — the element contributed by the mental attitude, 
emotions, or passions of men. I might suggest its possible 
importance by reminding you that there were centuries in 
which the Inventor of the steam engine, far from being re- 
warded, would have been burned at the stake as a magi- 
cian. dliis would not have been because the extraordinary 
character of the achievement was unrecogni/ed, but because 
its nature was misinterpreted. That particular form of ex- 
pressing intellectual dissent has gone out of date. We are 
much more civill/ed now, and nineteenth- or twentieth-cen- 
tury inventors who are far ahead of their times arc no longer 
burned; they are merely allowed to starve to death; while 
those who are timely, but not commercially shrewd, are us- 
ually swindled by some promoter, who in turn is frozen out 
by a trust. In any case, you see, the simple technician gets 
the worst of it industrially, not because his physical science 
is weak, but because his commercial and mental shrewdness 
is not correspondingly developed. 

Taking a larger view of it, we shall sec that almost every 
important advance in engineering progress is made only after 
a period of pause, an interval following proof of the tech- 
nical ^rhievement, following even demonstration of its com- 
mercial economy. We might call this the psychological lag 
— the time necessary for the growth of human faith suf- 
ficient to energize an industrial movement. Tn the case of 
the electric railway, or the motor vehicle, for example, this 
lag was measured by years. Bessemer could not convince 
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the ironmasters of England, and had to buihi his own plant. 
Westinghouse, having gained after much dithculty an audi- 
ence with the greatest railroad manager ot that day, was 
told that this practical railroad man had no time to waste 
on a damn fool who expecteti to stop railroati trains with 
wind. The matter deserves emphasis because it is almost 
certain to enter into the individual experience of every man. 
You will have to make someone believe you, and believe in 
you, before you can get anywhere or do anything. When a 
technical man has a proposition to put before an itulividual, 
or a group of indi\lduals, or society at large, he is very 
likely to think that scientific demonstration of its technical 
soundness ought to be coin incing. You will find, however, 
that men at large will substantially ignore scientific [)ro(J, 
and that you must add to it, second, proof of the commer- 
cial or economic argument, and thirtl, that psychological 
force which convinces not the reason, but the emotions. In 
all industrial engineering, which involves dealing with men, 
this psychological or human element is of immense, even 
controlling importance. I he jwinciples of the science are 
absolute, scientific, eternal. But methods, when we are 
dealing with men, must recogni/.e the personal eijuation 
(which is psychologic) or failure will follow, d'he differ- 
ences between the several philosophies of works manigement 
as expressed in the wage systems which we are going to con- 
sider later are psychological. Success in hantlling men and 
women, which is one of the most important parts of the 
work of the industrial engineer, is founded on knowledge 
of human nature, which is psychology. 

The great industrial movement, then, with which have 
to do is triune in its nature, the three chief elements being 
the technical or scientific, the economic or commercial, and 
the psychological or human. I'hcy seldom respond at equal 
rates to the impetus of advance. Sometimes the technician 
pushes so far ahead that the world loses touch with what he 
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is doing and his work lies long unused until civilization 
catches up; sometimes the commercial tendency is unduly 
aggressive, and discourages or impedes real scientific achieve- 
ment; very often the men most concerned with the indus- 
trial activities go badly wrong in their philosophy, and get 
disastrously false notions as to what makes for real progress 
and real welfare. More difficulties, perhaps, come from this 
cause than from any other. 

To the technical man, it is an ever-present duty to keep in 
view absolute ideals, to seek every chance for their advance- 
ment, and to mould conditions and men so as to obtain con- 
stantly nearer approach to these ideals; but in doing this he 
must never forget to attach full weight to economic condi- 
tifcms, and he must never allow himself to ignore human na- 
ture. 
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I N the forc^Toing broad sketch of the rise of the industrial 
system and of the intluences controlling its tlcvelopmeiU, 
much stress is laid on the non-mechanical t actors, because 
when we consider manulacturinp; as a province ot engineer- 
ing we are prone to think lirst, oltenest, and most of the 
technical aspects, I'hey need no added emphasis. It is ex- 
pedient rather to keep deliberately in \ iew the other com- 
ponents of the new applied science of industrial manage- 
ment, But ha\'ing made emidiatic recognition and ac- 
knowledgment of the economic and psychologic factors in 
the movement, we may return to p.iy just tribute to the power 
and effect of the great discoveries and inventions that in- 
augurated the manufacturing system. The distinguishing 
characteristic of this syst’em was the introduction of me- 
chanical power and machinery in place of hand lahor. In- 
crease in complexity of Iiulustrial organization was thereby 
very much accelerated, and great changes were worked from 
which have followed many of the difficulties and also many 
of the advantages of manufacturing conditions to-day. hor 
this replacement of the old handicrafts by power and ma- 
chinery gave impulse to three great swiftly moving tenden- 
cies: aggregation, or progressive increase in size of the 
Industrial unit; standardization, or the execution of wcyjc by 
fixed patterns; and specialization, or limitation of the work 
of each individual to the repetition of some small element of 
an entire process# Kach of them has far-reaching effects, not 
only In the conduct of industry, but upon the social and po- 
litical order. Let us consider them separately. 

19 
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Aggregation is the coalescence of capital, of machinery, of 
operatives, into larger and larger bodies under one central- 
ized direction. Large bodies of workers had indeed been 
assembled in the past for works of construction — witness 
the l^yrarnids — but the occasion was unusual. Handi- 
crafts induced distribution rather than concentration. But 
when im ention had given the world power-driven machines, 
it became frequent, then customary, then inevitable (because 
economical) to group them according to the largest number 
that coulti be conveniently operated by some source of prime 
energy — the older water-power or the newer steam-engine. 
In either case the result was the assembly in one establish- 
ment of a body of workers, larger or smaller, according to 
the mechanical and market conditions. In fact, the power- 
|)lant became the principal iTiaterial factor determining the 
size of the industrial unit. 

Before the mechanical prime-mover and the power-driven 
machines were put into service, in the days when the hand 
or the foot of the workman furnished all the motive power 
necessary, the industrial unit was the single workman. He 
was motive power, transmission gearing, and often driven 
machine, all in himself, and he needed no factory building 
other than the house in which he lived. This was the age of 
domestic iiulustries. It exists to-day to some extent, side by 
side with the large manufacturing plant and in the midst of 
this factory era. Familiar examples are the Scotch weavers, 
the German toy makers, Swiss watch makers, and in many 
large cities a certain proportion of the garment workers. 

It would seem as if these domestic Industries should af- 
ford the most nearly ideal conditions for the welfare of 
the worker, and should offer least opportunity for the evils 
of the manufacturing system. But this supposition does 
not seem always to be well supported by examination of the 
facts. You may remember that Barrie does not draw a 
very happy picture ot the condition of the Scotch weavers, 
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and wc do not have to go far to find that the lot of th 
garment worker who carries on his work in his own honi 
is in many respects miserable, d'he eofieentration o 
workers into factories, it is true, causetl iiiany evils; but tin 
very fact that the communities of workers were so large aiu 
the conditions were so difficult to conceal, of itself operatec 
powerfully to bring about a correction of the evils, llow 
ever, taking the whole range of industrial operations, am 
the occupations dependent upon them, one of (he llrst and 
greatest of the changes occasioned by the new order \\\v 
this change of concentration or aggregation. It caused :i 
concentration of manufacturing enterprise in regions whert 
fuel was abundant and good. It caused aggregation ol 
capital to finance the larger and more extensive plants whicli 
became necessary when costly engines and machinery be- 
came part of the reciuisite e(]ui[)ment. It caused aggrega- 
tion of workers in the buildings where work must be carrietl 
on, and in the districts available for residence in the vicinity 
of these works. Hie same principle extendetl its influence 
into the field of transportation, which became foc.ili/ed at 
the great manufacturing centers atul developed along cer- 
tain lies connecting these. 

I'his tendency to aggregation, be it noted, exists naturally 
as the outcome of merely mechanical or physical conditions, 
and even in this direction the things that set it in operation 
continued to act in such a way as to cause permanence and 
acceleration of the movement. Broadly speaking, the big 
factory has some advantage over the little one. Its wants 
are larger, its purchases greater, and hence its custom is 
worth more to sellers of materials and it is likely to gpt its 
supplies a little cheaper. Its fixed expenses for manage- 
ment, superintendence, and administration generally, are 
perhaps no greater absolutely than those of the small factory, 
and almost certainly are less per unh: of product. Its in- 
fluence, prestige, and control of trade connections are likely 
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to be greater. It can frequently afford to hire better talent. 
It may be in position to use waste or by-products advanta- 
geously, which, in smaller quantities, can not be recovered 
except at expense greater than the saving. It is often in 
position, if wisely administered, to undersell its small com- 
petitor, and still deliver an equal or a better product. 

This is not universally and unlimitedly true. There may 
be, and there often are, critical points at which the large 
manufacturer is at a disadvantage compared to the small 
one. But the tendency is for the big to grow bigger, and 
the strong to grow stronger, at some expense to the small 
and weak. This is true of the pickerel in the pond and of 
the tree in the woods. Given even equal brains in the 
rpanagement, it is true of the industrial corporation; and 
of course it is often, if not usually, true that the big con- 
cern attracts or can attract to its service the best brains in 
the market. I am still speaking of what wc might term 
wholly physical tendencies. But here again the physical 
tendency becomes closely intertwined with another tendency, 
which is at last partly psychological — the tendency to as- 
sociation. Whenever two or three are gathered together in 
one place, with a common thought or sympathy, somebody 
with the spirit of the organizer always turns up and starts 
a socie,^;y, or a brotherhood, or a lodge, or an order of sons 
or daughters of something, and soon we have nobles and 
princes, exalted and most worshipful grand masters, secrets, 
grips, passwords, and a constitution, by-laws and ritual. 
We find this everywhere, even when the common bond has 
to be artificially created. It was absolutely inevitable 
where great Interests, vital to the well-being of the parties 
in question, were at stake. Here we had a vast industrial 
civilization growing up — legislative bodies, transportation 
companies, manufacturers and employees, all taking some- 
what diverse views a** to what was right and proper, and 
all striving more or less selfishly to gain as much and to 
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yield as little as possible. It was absolutely inevitable that 
the units in each and every one of these parties should draw 
together, not only through the absorption of the lesser by 
the greater, but in a co-operative eliort to secure, by col- 
lective bargaining, for themselves and their own Interests, 
the greatest advantage possible. So, as a logical outcome, 
we have not only railway consolidation, but trunk-line 
pools, presidents’ agreements, aiul traffic associations among 
the railways. On the part of eiiiployers, we have manu- 
facturers’ associations, syndicates, cartels and trusts. On 
the part of workmen we ha\e trade unions, labor organi- 
zations and federations. In general, these things are in- 
evitable, and they will persist, d'hey are part of the 
evolution of the time, and they can not be abolished (jy 
legislation nor crushed by opposing organizations. 1 do 
not mean for a moment that they have been or are yet 
wholly beneficent — far from it. Trusts, when they be- 
came great enough, have proved ruthless in crushing com- 
petitors, and soulless in wringing profits from hel[)less 
customers. Labor unions have comiiiltted crimes of violence 
that shock humanity. Railroads have cared for neither 
law nor gospel in their autocratic pursuit of their own way. 

But these are not the healthy, but the unhealthy, phe- 
nomena of growth and change — the abuses which ^eem to 
be always incident to a changing era. d hey pass and dis- 
appear with progress in the general mastery of understand- 
ing as to what is best for society at large under tbe new 
conditions, d'hey are abated, not by arresting the whole 
development, and perhaps not as much as is generally 
thought by legislative enactment, but rather by a gi-neral 
change in the temper of the world, which makes the evil 
proceedings unthinkable and the position of the evil-doer 
intolerable. The world has seen again and again these out- 
breaks of destructive activity on the part of unscrupulous 
men, who are partly quicker than others to sec selfish op- 
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portunities in a new condition of affairs, and partly nearer 
to the beasts of prey in their lack of conscience in seizing 
whatever their skill enables them to grasp and their strength 
enables them to hold. 

In the days when the greatest prowess the world knew 
was military, it was the “ man on horseback ” who waded 
through blood to power and fortune; but it would be in- 
conceivable that we should have another Napoleon to-day. 
I'he rise of commerce and traffic over-seas, with or without 
the opportunity afforded by almost continual wars and 
that very elastic institution known as “ letters of marque,” 
saw the development of piracy to the rank almost of a gentle- 
man’s occupation; but piracy has disappeared from the earth, 
Of rather from the ocean. I'he first great era of railroad 
building in this country brought with it our now notorious 
generation of millionaire railroad wreckers; but 1 think we 
all must admit that the railroad world has purged itself 
pretty thoroughly of that disease, or at least that our great 
lines now are generally administered with honesty and faith- 
ful regard for the interests of the security holders. 

It is not to be denied that the hanging of pirates and 
the jailing of dishonest railroad presidents has its effect in 
stimulating a change of sentiment; but the great cause, after 
all, is the altered public opinion which makes the hanging 
or the jailing possible. To borrow a simile from bacter- 
iology, these poisons that germinate in the body politic, 
and seem sometimes to be increasing to fatal proportions, 
appear also to develop their own anti-toxins by which they 
arc finally checked and destroyed. The world no longer 
lives fear of an Alexander or a Napoleon, but its confi- 
dence is not based upon abolition of the military system 
which gained Napoleon his opportunity. We still have 
standing armies far more powerful than tlfose with which 
Napoleon conducted bis campaigns, but in general they in- 
spire in the minds of the Nation feelings of comfort, security. 
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and protection. I have a good deal of faith that the great 
captains of industry will soon learn a lesson from the past 
and the present which will make them as little a menace 
to the country’s good as the captains of war now arc. I 
think we shall eventually see that it is not a control of 2^ 
per cent or 50 per cent of the output that makes a trust 
good or bad, but only its fairness towards consumer and 
employee, and the health and soundness of its economic 
policy. I think we shall find that trust managers will in- 
creasingly appreciate (as some of them do already) that 
their own best interests arc served when they share to the 
largest consistent extent, with customers ami em[>loyees, and 
through them with the public, those advant.iges in manu- 
facturing which vast organized facilities gi\c; and 1 think 
labor will realize (as some of its ad\'anced le.ulers already 
do) that its own cause will he best furthered when it aids 
all sound measures and plans lor increasing the efliciency of 
the workman, and when it seeks to exact, not as much as 
force can extort, right or wrong, hut just what is reasonable 
and equitable. 

This may sound like a description of the millennium; hut 
the curve of progress made in the last few decades tends 
clearly in the direction I have tried to describe, d'here is 
indeed yet a long way to go. But reason and c(^mmon- 
sense are growing more powerful year by year, and the more 
enlightened common-sense becomes, the more it will see that 
we must let those with whom we deal prosper, if we are to 
prosper ourselves. 

At all events, the great corporations and the great labor 
unions are here, largely as the result of the great rfjianu- 
facturlng plant. I do not pretend to speak ex cathedra, 
but it seems to be as futile for a manufacturer or an as- 
sociation of manufacturers to attempt to “ smash the union,” 
as it is for a politician or a legislatuce to propose to ” bust 
the trusts.” They appear to be permanent institutions — 
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or at least as permanent as most of our other economic in- 
stitutions — and while of course their excesses must be 
curbed and many of their purposes must be enlightened, 
they are a necessary part of the age, and we must deal with 
them as wisely and as thoughtfully as we can, but with 
conviction that they are here to stay, and that whether we 
like it or not, they must be dealt with. Aggregation is a 
functional necessity, inilecd an organic part, of the industrial 
and manufacturing system. 

Specialization, the second great tendency, is the separation 
of work into elementary or fractional parts which are dis- 
tributed to different operatives. 1 he workman no longer 
produces, or even reproduces, a complete article, but only 
performs over and over some one of the series of operations 
necessary to the production of that article. Fhis is the 
natural outgrowth of the replacement of the journeyman 
or mechanic by the machine tender. I'akc the case of the 
weaving industry as an illustration. In its primitive form, 
the one workman or workwoman proceeded first to card 
wool or flax or cotton, until there was enough to spin the 
yarn; then he spun yarn until he had enough to make the 
rug or bolt of cloth or what not he had in view; then he 
threaded the warp through the harness of his loom, and 
workej at the weaving until the job was finished. Probably 
he was dyer and finisher, also, when necessary. You can 
see this whole process carried on to-day in the log cabins 
of North Carolina, the farm-houses of Nova Scotia, or 
the hogans of the Navajo reservation. 

But as soon as the industry is taken away from hand 
workers and given to machines, the operations of carding, 
spinning and weaving are split up between at least three 
and probably more than three different pieces of apparatus, 
which means three or more different sets of- operators, each 
familiar with but onq special stage of the process of cloth 
making. There are at least three persons doing in the 
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aggregate what one did originally, each seeing hut onc- 
third of the process completed under his hands. Hut the 
total output will probably be much more than three times as 
large, ev’en though the power loom weaves no faster than 
the hand loom or the spinning frame spins no faster than 
the hand wdiecl. d his is because the time of changing 
from one sort of work to another is s.ivetl, and each operator 
becomes much more rapid and eflicient by the constant con- 
tact with and repetition of his limited function. When- 
ever enough work is assembled in one establishment to allow 
this sort of segregation ol tunctions, an economic gain is 
experienced, dims, in a manulacturing machine-shop, in- 
stead of allowing the operatic e to perlorm one o[)eration 
after another until he has finished a given article, we 
keep him, say upon one machine ti^ol only — lathe, planer, 
drill press or whatever it may be — with the douhle object 
of saving, first, the time of changing from one part of the 
floor to another, and, second, of cubic ating a higher degree 
of facility within the limited range. Next, eve may go 
a step further, and instead of allocving our machinist to do 
all the miscellaneous evork on a boring mill, lor example, 
we keep him busy on boring nothing but one si/e of cylinder. 
We may even go further yet, and coniine him to rough boring, 
moving the pieces afterwards to another specialjst, cvho 
takes the finishing cut. If our protluction of standard sl/es 
is large enough, we may keep him continuously at evork rough 
boring only one size of cylinder. In certain lines of manu- 
facture, for which America has become famous, this s|)eciall- 
zation has been pushed to remarkable extremes. In the 
making of shoes, for example, some operatives ma^; spend 
a life time doing nothing but secvlng a single seam in the 
uppers. 

Standardization is the third great tendency in manufac- 
turing, resulting from aggregation ^ind going hand in hand 
with specialization. It is the reduction of work to fixed 
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patterns, which are more and more controlled by the oper- 
ations of the machine, so that skill of creation is more and 
more centred in a small force of designers and the ordinary 
workman becomes more and more a mere reproducer. It 
naturally follows specialization. If you give a man a single 
job or one stage of a job to do over and over, the logical 
and necessary thing is to give him at the same time a 
pattern or standard to which every repetition of his job 
shall exactly correspond, l ake the case of making shoes, 
d he old-fashioned journeyman shoemaker takes the lines of 
his customer’s foot, builds up a last with patches here, and 
slices off parings there, models and measures and cuts and 
fits, and never makes two pairs of shoes exactly alike. The 
machine-made-shoe factory classifies all human feet into 
some dozen or two of stock sizes, reduces these to fixed 
patterns by which the leather is cut, sub-divides the sewing 
and other operations among an army of operators, each 
of whom does hut one thing, few of whom ever sec the 
finished shoe, and none of whom sees the foot that is to 
wear it; and among the standard sizes turned out (every 
pair of each size exactly like every other pair of that size) 
somewhere between i A and 13 JfM, eacfi member of the 
human race is supposed to find a shoe he or she can wear. 

Standardization is reduction to type, and this reduction 
to type — this making everything of any given kind exactly 
like every other thing of that same kind — may be pushed 
to any degree of completeness. It may go so far that it 
comprehends the entire machine, as, for example, the loco- 
motive, the dynamo, the typewriter, or the watch. Kvery 
part af any one of these machines may be made so exactly 
like the corresponding part of every other machine of the 
same kind, that perfect interchangeability is secured. I'his 
standard for the regular product has been set and substan- 
tially attained by many American manufacturers, notably 
in the lighter and finer mechanical lines such as the manu- 
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facture of Hrcarins, sewing machines, cash rcp;istcrs, aiul 
watches. 1 he parts ^oing to make up an\' one ot these 
mechanisms arc matle separately i)y dlHerent workmen, none 
of whom may see the com|)lete device, or ha\e any chaiKC 
to lit the piece he is making to the other pieces with which 
it is to w’ork. d'hc part is turned out to standaid })attern, 
perhaps on automatic aiul semi-autoriatic machines, ion- 
trolled in Its every dimension h\ limit ^au^^es, aiul is made 
repetiti\'ely in dozens, hundreds, or thousands; )ct when as- 
sembled with the scores or hundreds ot other paits which 
go to make up the complete .inatomy ol the llnishcil ma- 
chine, it slides into its place and pcriorms its appointial 
duty probably without ncedin^^ e\'en the touch ol a file in 
the hands of the titter. 

In other cases w^here such absolute identity of reproduc- 
tion is not possible, standardization may ^o jiart way. 
IVrhaps one standaiui bed-plate may ser\ e for seieral sizes 
of machines or engines. Sizes ot shattint^, or dimensions .md 
tapers of bolts and other details or accessories, may often 
and adv^antageoLisly be simplitied by the adoption ot one 
or a few standard types. A^ain, standardization may be 
applied to the oper.itions by which a ceitain piece ol work 
is performed, or the time in w'hich it is to be done, the work- 
man being provided with a schedule ot instruitions ^and be- 
ing expected to follow them implicitly. I he itlcM every- 
W’herc is to concentrate the thought and skill upon the 
production of the best possible type, and then to make the 
reduplication of that type a purely mechanlial process. 
I'he production of the original type, vvhetiier this original 
is a machine or a method of working, iinolves vcry.i‘\})en- 
slve study and the employment of very expensive talent. 
But the process of reduplication can generally be performed 
by very cheapo labor; and this labor, through the constant 
repetition of a limited number of n;ovements, often attains 
an almost incredible degree of rapidity. Under the old 
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methods of hand manufacture, every unit of product was 
practically an original. It was built up piece by piece, al- 
most wholly on the principle of “ cut and fit and try again,” 
and every good workman had to be a skilled artisan, to a 
greater or less extent a designer, often an artist, and an 
engineer. Under the modern method, the unusual and 
extraordinary skill of a small body of designers is made 
permanently effective in the tools and process, and the work 
of the journeyman is little more than mere muscular effort. 
Of course, this movement has characterized manufacturing 
everywhere to a greater or less extent; but in American 
practice it has been applied through a wider range and has 
been carried farther than it has abroad, not only in mechan- 
ical but also in structural engineering work. 

” Mass Production ” is a term often used to describe the 
method of wholesale manufacture resulting from speciali- 
zation and standardization. It has to a great extent re- 
placed the practice of building things singly to fill each 
individual order, just as the shoe factory has replaced the 
old-time cobbler. All sorts of things from carpet tacks up 
to machine tools, dynamos, steam engines, locomotives, even 
battleships, arc manufactured in quantity, in standard pat- 
terns and sizes, and are placed upon the general market 
for each customer to pick out the pattern and size that 
meets his particular need. It is clear that in saving of 
cost of manufacture and in saving of time to the buyer the 
system offers great advantages, and that it also carries an 
advantage in that the interchangeability of parts character- 
izing standard apparatus greatly facilitates replacements and 
repa^iis. Three important commercial advantages, there- 
fore, are inherent in the system; these are quality for price, 
promptness of delivery, and convenience of renewal or re- 
pair. c 

These great tendencies — aggregation, standardization 
and specialization — are all interlocked. It was only when 
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a large number of operatives had been collected, working 
side by side on the same product, that it became possible 
as well as desirable to bring this product to a lixed pattern, 
so that they might all work alike. And it was only when 
this had been done that the parts of the work could be 
separated, that is, specialized, so that in a spectacle factory, 
for example, instead of every man making complete [\iirs 
of spectacles, one lot of men might tio nothing but grind 
lenses, another group might do nothing but polish them, 
another group might cut them to shape, another grou[) 
grind the edges, another group make the frames, and still 
another group fit the finished lenses into the finished frames.' 
I'he men in each group, working ()\er and o\ er at their 
limited job, can do it much faster and better th.m the 
original all-around man did. d'he com|)lete process is tlurs 
cheapened, because each part of it has been eheapened; the 
product can be sold at a lower price and thus find larger 
markets; the increased demand at the lower price in turn 
makes it necessary to employ more men. The rnanufactur- 
ing organization thus })roceeds to a larger growth; aggre- 
gation receives a new impetus; ami so tlie cycle turns around 
again and again upon itself with increasing speetl and force. 

Although the immediate effect is industrial expansion at 
an increasing rate of increase, there are certain further re- 
sults that are not favorable. 

The first unfavorable result is the disappearance of the 
generally trained all-around skilled artisan. I here is little 
opportunity under the present industrial system for a boy 
to learn a trade as every apprentice learned his trade in 
former years. Factory or shop conditions do not p^‘rmit 
it, and the wage inducements are against it. A machine 
tender on a special job can acquire in a few months, or 
even weeks, enough skill in his limited routine to earn larger 

^ This is, of course, only an illustration The making of spectacles is 
specialized to an innncnsely greater degree than tins. 
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wa^cs than the apprentice can hope to ^et in three years, 
and the ordinary beginner does not and perhaps can not 
look beyond this fact. 

1 he second unfavorable effect is that alth()ugh general 
standanli'/ation (that is, standartli/ation of such things as 
weights and measures, screw threads, sizes of wire, sections 
of steel rails or structural shapes) is wholly desirable, 
pri\’ate standardization (or standardization of each manu- 
facturer’s special product) leads to inllexihility and re- 
sistafice to desirable change and improveanent. ](\'er}- 
thing about the whole establishment — drawings, patterns, 
special machinery, processes, opeiMtions, materials — having 
once been standardized and installed for the standaril 
product, can be changed and adapted to a difierent product 
only at considerable expense and trouble. It is a matter 
of common com[)laint that our American manufacturers 
very often oppose a tacit or CAcn a stubborn resistance to 
advancement; that they buy up and pigeon-hole patents for 
improv’ements in their field; that they seek to control a 
market by masterful salesftianship, by combinations to 
regulate products and prices, rather than by progressive 
betterments of output. It is asserted by authorities of the 
highest credibility that we are losing. Indeed have lost, our 
mechanical supremacy, largely through over-standardization, 
over-aJherence to standard products — lost It to Continental 
manufacturers whose less complete standardization left 
them more elasticity, both of evjuipment and of mind, and 
enabled them to follow Improvement after Improvement, 
until in excellence of product, and especially in efficiency of 
prodypt, they have left us far behind. 

It would not be right to leave unmodified the impression 
that the disadvantages or the dangers just suggested are 
sufficient to overbalance or perhaps even ,to balance the 
benefits to industry and to the public which have come so 
far through standardization and specialization in manu- 
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facturing. I'hc low cost of the product which has thus 
been secured has put it within the reach of larjj:e classes 
of buyers who would otherwise ha\e been unable to [uir- 
chase. I he \’olurne of manufactures, many ot which m 
turn become the basis of other manufactures, has not only 
Idled the world’s stores with necessities, conveniences, luxu- 
ries, anti tools of ll\elibood, but has made it j-iossible to 
provitle profitable occu{iation lor the increase of the throng- 
ing nations who are Idling up the once-abiind<int acres of the 
earth, Speciali/aticui, also, has turnished well-paid posi- 
tions in vast numbers for a class of ability wbieb coultl not 
ha\’e commanded skilled wages and which, if it were not 
for this opening, w'ould ha\e had to be content with the 
smaller pay of common labor. As against these great 
economic and social ad\antages, the drawbacks I referred 
to are perliaps small. Still, the dangers do exist, and they 
may increase if they are not recognized and met. It is [lart 
of the pr(d)lem of the industrial engineer of the present and 
of the future to find [)reventi\c measures ag.iinst the in- 
flexibility — the ossification — which threatens us w’hen we 
become over-standardized, and against the dreadful narrow'- 
ing of functions and the deadly motunony of occupation 
which comes to us w3ien our wa)rk is over-specialized. 

We need, then, some countercheck that may be balanced 
against specialization and standartlization, so that may 
enjoy their economic acKantages without Incurring evils that 
lie beyond. I'his countercheck it is part of the iiulustrial 
engineer’s function to pro\’idc. d'he answer appears in the 
doctrines of that first apostle of scientific management, 
Frederick W. I'aylor — in the gospels also accordjpg to 
Harrington I^merson and II. L. (iantt, and other leaders of 
advanced thought in this field. It is, in part, the exaltation 
of specialization — its investment with a new dignity, with 
depth in place of breadth, making h/tensiveness instead of 
^extensiveness, the goal of desirability; and with this, the 
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recognition of a standard as something which itself must 
continually advance — as something which is a living evo- 
lution and not a rigid crystallization. 

But we must not follow this thought further, as we have 
to consider another condition springing from aggregation 
as well as from specialization and standardization, and in- 
volving that most intensely interesting and Important of all 
the problems of industrial engineering — the relation be- 
tween employer and workman. This is the exchange of 
the workman’s independent individuality for membership in 
a class. Under the old order the village blacksmith was 
a character, a landmark, a figure in local history and a 
theme in literature. Under the new order, the counter- 
part of this iron worker in a modern smithshop probably 
tends a forge press or works as one of the gang, and passes 
unnoticed to and from his work and into and out of his 
employer’s service, hlling a job designated by a number, 
and perhaps not even known by his own name. 

And now we come to a very important point. When a 
plant employs thousands, and even a department employs 
hundreds, it is only by infrequent and improbable chance 
that a superintendent or manager can observe any individual 
difference among his many employees. Very rarely is any 
attempt made even to keep records by which individual per- 
formance can be studied and compared, if the supervising 
official should be anxious to make such comparison. The 
man of superior efficiency, even though he may do two 
or three times as well as the inferior workman beside him, 
has little chance of recognition and practically no chance 
of rejYard proportioned to his worth. His position is fixed, 
his wage is fixed, by his class and occupation. As Mr. 
Gantt has pointed out, it is inevitable that under such con- 
ditions the exertions of the more energetic,, man should be 
turned to the attempt to raise the class rate. It is inevitable 
that the efficient man should say: “ I can’t make any more 
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money by laying more brick a day than Smith or Brown or 
Jones; but if I get Smith and Brown and Jones and all the 
boys to join in a demand for higher wages for bricklayers, 
we can get them.” 

A direct result of the submergence of the indivitlual in a 
class is the elevation of the class into the attitiule of an 
individual in its demand for recognition. But the class 
demands larger pay, not as the e(]uivalent of larger work, 
but as a tribute to larger power. As a rule, the amount of 
work done by each man tends downward t?) the level of the 
least efficient; while the wages secureil by the class through 
collective bargaining tend upward toward the maximum that 
can be grasped and held by the power of the union. This 
is Immensely unsatisfactory to the emjdo>er, but it is the 
logical conseciuence of conditions that the employer — not 
the emplo\ ee — h<is created. 

One more great difficulty confronting the industrial 
engineer in the administration of the manufacturing sys- 
tem is the material counteipart of this impersonali/mg of 
the man. It is the disindiv idualizing of the work, or, to 
use the more familiar language of the shop, of the job. 
As the practice of s[)eciali/ation already referred to divides 
all operations among different workmen and tlepartments, 
the manufacture of any single thing, whether this^ thing 
is a locomotive or a watch or a bridge or a ton of copper 
or a pair of shoes or a tram mile, starts in many different 
places by the apparently iiulependent acts of many different 
men. Further, each of these separate acts, which is going 
to be co-ordinated with other acts so as to produce some 
completed article, each of these separate acts is not a«sole 
individual act, but is one of a series of repeated identical 
acts performed by the workmen. I hope I make this point 
clear. Each unit of product is built up out of manifold 
elements gathered from the work of njany men. I he work 
of each man is divided and subdivided among many units 
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of product, d he lines of movement between the many 
workmen on the one hand, and the many units of product 
on the other hand, are an enormously complex interlace- 
ment. ] he industrial en|j;ineer must control the orderly 
j^uitlance of this interlacement; he must see not only that the 
elementary producers do their work and do it efficiently, 
hut that the elements thus produced are kept in the right 
balance and proportion and arc combined to form the right 
product at the right place and at the right time. In every 
direction, then, the spaces, forces, institutions of industry 
have far outgrown the limits of the man. It seems as 
though the world of manufacturing were no longer one of 
persons, hut of classes, departments, systems. And yet, in 
all human affairs the originating and guiding power is the 
individual brain. Nothing can take its })lace. I lowener 
complex tile order, it must rest upon a systematic support 
of human intelligences and wills. And the method of co- 
ordination by which many minds and hands carry on one 
of the vast industrial enterprises of the day is organization. 
Its fundamental principles and methods will be taken up 
in the following chapter. 
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W P! have seen so far that the introduction of power and 
inacliincry first inaumirateil the manufacturing era, 
and next Ra\e rise to certain tendencies ami policies in manu- 
facturing. d he most important of these weie growth in 
si/.e of the manufacturing pl.int, and de\elopment of manu- 
facture on a wholesale scale; arul in connection with this 
tlie re-apportionment of duties amon|; tlie artisans employed^ 
so that it has become general tor each to do only some 
limited special part of the whole process of manufacture, 
and to do this hy repetiti\e rejiroduction of a fixed pattern. 

While this has \astly reduced costs of production and 
facilitated manufacture per sc, it is e\itient that from the 
works-management point of view it introduces very serious 
problems. One is, merely (juantitative ; the great si/e of a 
modern factory makes it impossible lor the manager to 
oversee it all in person. Another is the division of opera- 
tions among different workmen or dej)artments. ^ lAach 
single thing manufactured starts, or may start, in as many 
different places as it has parts, each part again being not 
an indiviiiual but one of a lot of like part‘d; and such a 
lot of identical parts, though they start off together through 
the shop, may later on he divided and sub-divided and di- 
verge to various finished products if they happen be 
standard to more than one pattern, d'he workman actually 
engaged on the job has no idea of the destination of his 
work and no responsibility beyond finishing his own indi- 
vidual job to the standard pattern anj quality, and perhaps 
within some standard time. 
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7'akc a pocket knife for illustration. It has a blade of a 
certain si/e and shape, which probably is used not only in 
the one pattern of knife we happen to be considering, but 
also in sonie two-bladed and some four-bladed knives made 
by the same factory. It has certain German silver pieces, 
[)robably drop-forged, possibly not made by the knife manu- 
facturer at all, but bought in quantity from some other 
maker. It has some bone or pearl pieces, still more prob- 
ably purchased from an outside manufacturer and used in 
a number of iliffercmt styles of knife, s(dd at various prices. 
It has certain steel springs, and thin brass plates, and a 
number of ri\’ets. All these parts in hundreds and thou- 
sands are passing through the factory, and being assembled 
mto knives just like the one we happen to take as an ex- 
ample, and into other knives of more or less \’arying design, 
in a continuous stream year in and year out. Mach indi- 
vidual workman, as, for example, the man grinding the 
blade, sees no more thati his own job. Hut if the factory 
is to succeed, John Smith’s order for one dozen kni\'es like 
the one we have, to be shij)ped to d'opeka, Kansas, must go 
forward at a s{)ecified time, and must be billed to him at 
a jirice that pays a fair profit, and still is low enough to 
meet competition from other knife factories. 

d'h^ manufacture of a knife is a comparatively simple in- 
stance. In the case of some mechanical products such as 
typewriters arid automobiles, for example, there are hun- 
dreds and thousands of separate pieces to be routed through 
the factory, worked upon, and finally assembled Into a unit 
of product. I he paths of the several parts are something 
like the paths of letters in the mail; a myriad of units from 
scattered sources are gathered into larger streams, travel 
together so long as their paths can be economically united, 
and then diverge again in new groupings •to various Indi- 
vidual destinations. ,It is utterly Impossible for any one 
person to follow each transaction, and yet a positive and 
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sure result nuist he seeured. Aiui this is the function of 
organization. System must do what the iiuliviilual can not 
accomplish. 

It looks like an impossibly intricate prohlem ; .md yet if 
we look again at the illustration used just alioxc — the Post- 
Office — we see that a fixed organization atul fixed systems 
of collection, transportation, and distribution produce a re- 
sult in exact accordance \Mth our plan and ilesire, and with 
almost infinite variety and elasticity in meeting that plan 
and desire. I his is an illustration only — not a close par- 
allel; for in manuf.uturing we have the adiled cornlition 
that each item handled is or may he workeil upon and 
changed iluring its movement through the factory, aiul 
in all ifulustry all operations and processes must he con- 
ducted with strict regard to economy and efficiency. We 
have not an unlimited (iovernment appropriation behind 
us, and we h;ive the neighbor across the way competing with 
us and by close bidding forcing prices down so that we 
have to consider even small fractions of a cent. Still, the 
illustration helps us to see what organization and system do 
accomplish. 

Organization is fundamentally a practical plan for sub- 
dividing the conduct of any undertaking into parts, each 
small enough to be handled by an individual, by a method 
that enables all to work together. The efficiency of^organi- 
zation depends on the wisdom and skill with which this di- 
vision is made — the success secured not only in selecting 
efficient individuals, but in arranging that each may work 
at his best efficiency, and all work may keej) balance and 
harmony in achieving the desired result ^ 

There are two great principles in organization commonly 
known as line and staff, or, to use the terms preferred by 
some inclustri?J engineers, “ military ” ^ and “ functional.” 

^ The use of the term “military" m this *ense is mi^leadliit^ Military 
organization has long cumprcheiulL'd both line and staff IikUkI, as the 
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Line organization is essentially simple, mathematical 
subdivision. An army under a major-general is divided into 
brigades under brigadier-generals; each brigade is divided 
into regiments, under their colonels, and each regiment into 
battalions under lieutenant-colonels or majors; each bat- 
talion is tlivided iiUo companies under captains; each com- 
pany is again subdivided uiid(T its lieutenants, and so on 
down to the corporal with his s(]uad. Promotion is step 
by step upward; the private may hope to be niaile a corporal, 
a sergeant, a lieute/iant, a captain, a major, a colonel, a 
general, d he lines of authority and responsibility run con- 
tinuously through the wfiole body from to[) to bottom, as 
the veins of the leaf gather to the stalk, and many leaf- 
stalks to the twig, and rn.iny twigs to the branch, arul many 
bTanches to the trunk; and veins and stalk and twig aiul 
branch and trunk have practically similar duties to })erf()rm 
in the life and growth of the tree. 

Stall organization is a division according to functions — 
division by whicli one military de()artment tloes all the 
engineering work for the whole army, another supplies all 
clothing, or rations, etc. It is the division by which the 
roots absorb moisture arnl salts from the earth, the leaf 
cells make chloi-o[)hyll, the sap carries the proilucts of these 
laboratories to the cell-building processes of the tree. Stall 
functions are co-ordinate and co-operative, but they do not 
stand to one another in any order of ascending and descend- 
ing scale, d'he captain, sliTiply as captain, ranks and com- 
mands the lieutenant; that is a line relation. But the en- 
gineer, as engineer, does not command the quarter-master; 
the quarter-master tloes not rank and command the surgeon; 
the leaf does not rank the root; that is a staff relation. 
On the other hand, the captain is primarily responsible only 

oldest of the “noble professions," ilie military loop siifcc disco\crcd and 
applied many of the princi^)les lately reannouneed ijy ni\ estimators of 
“ scientific management.’' 
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for his own company: eacli branch of the tree supp(^rts only 
Its own twigs and each twig its own lea\ es. That, agaifi, 
is line organization, d he scope ot the iiKli\idual is limitetl 
in area, but unlimited in responsibility within that area. 
But the engineer builds a bridge tor the entire army — 
general, colonels, captains, and pri\ates; each root and leaf 
contributes its share to the lite ol the entiie tiee. 1 hat is 
staff organization, d he res[>onsihilitv ot the indi\ idii.d is 
unlimited in area, hut limited to one tunetion througliout 
that area. 

d he functions of stall and line are, thereloie, not an- 
tagonistic; they are not alternative atid rival systems ot 
organization, between which we may choose ami say we 
will ado[)t this or that and refuse the other. Line organi- 
zation is essential to discipline and essential to the con*- 
tinuous existence ol the whole body. 1 1 the gener.il re- 
tires there must he .i colonel to succeed him; il the ca[)tain 
is killed in action, the lieutemint must take command ot the 
company, or the men are sc.ittered and lost. Stall organi- 
zation is essential to clliciency, each branch ol it in its own 
particular function. If the commissary lads and there is 
no food for the troof^s, the engineer can not make up lor the 
deficiency by vigorously building bridges. Ivach stall must 
have a line organization within itself for discipline and 
continuity; hut every complete organization must embody 
the principles of both line and stalf if we are to secure the 
best results, the stalf supplying expert functional guidance, 
applied through the line’s direct control. 

In manufacturing and industrial operations generally there 
Is no lack of develo[>ment of line organization, hut^therc 
is too often a very meagre appreciation of the valuable re- 
sults attainable by far-reaching applications of the staff 
principle. Thij is generally characteristic of modern in- 
dustrial concerns, and it is here that wt are likeK to dis- 
cover w’eakness when the attainment of high efficiency is 
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desired. Under line organization, the foreman is supposed 
to decide every question for the men under his particular 
control — employment or discharge, wages, jobs, diffi- 
culties with materials, difficulties with tools, difficulties with 
processes, difficulties with other employees. If the ques- 
tion is too big for the foreman he goes to the superintendent, 
and if it is too much for the superintendent he puts it to the 
general manager, and it may finally go to the board of 
directors, d'he assumption under-lying is akin to the sup- 
position that the corporal must be a better shot than the 
[irivate, and the sergeant than the corporal, and the lieuten- 
ant than the sergeant, and so f)n up to the general in com- 
mand. It is one of the very strong features of what has 
lately been called “ scientific management,” that in its study 
of operations, its preparation of instructions, and its formu- 
lation of schedules, it introduces staff co-operation to a yet 
larger extent through the work of expert instructors. \Vc 
need a much fuller recognition of this principle, not as the 
occasional or unusual accompaniment of the introduction 
of a new system, but as an organic [)art of our regular sys- 
tem. We need to incorporate the staff idea into our settled 
industrial policy, so that expert direction as to relations 
with employees, as to e(]uipment and its maintenance, as to 
materials, as to methods and conditions, as to performance, 
shall operate throughout our works not In series but in 
parallel, and shall be available at e\’ery point, to every man, 
in every job, at every time. 

The average foreman is not — could not be — able for 
all this. He is rarely strong in even one of the three parts 
into ^hich Mr. Gantt divides the labor problem — finding 
out what is the proper day’s task for a man suited to the 
work, finding out what is the compensation needed to in- 
duce the man to do that work, and plannlng^o that the man 
can do the work continuously and efficiently. These are 
the things that control the result of all our industrial ven- 
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turcs. Alter we ha\e l.iitl our plans aful bought aiui in- 
stalled our machines and assembled our lorces aiul organized 
our whole complicated establishment, with its iiuestment 
of money and hopes and expectations, the result depcauls 
very largely on the etliciencv ot the Indixldiial workman, 
d he cultivation of hi^h elliciencv is a matter of \ast im- 
portance not merely to the invested ca|)ital, but to the eco- 
nomic and social future ot the countr\. It has been left 
in the j)ast very larj^ely to the foreman, and because be did 
not know and could not know the conditions tliat produce 
inefficiency, and the means of cultivatinjj; ellicieiuy, the out- 
put of the average worker (in the estim.ite ot very careful 
students of the (jiiestion) is not one-third of wh.it it should 
be and can be without any increased t.ix on the boily or 
braiti of the oper.itive. Here is .m opportunity tor the 
conserv .ition of human resources vvhuh comes iumi’ci 
home eveti than the consci v .ition of coal or of vv.Uc-r 
powers. 

d'he defect of the av'era^e, usu.il, old-line orj^atii/ai ion 
is that, iti the desjurate speed of industri.il exp.msion, it h.is 
tried to meet the .onsl.uight of conditions, the mere cju.inti- 
tative problem of expansion, by throw itself into the only 
form with which humanit\ (as the fierita^c- of centuries of 
fighting) is intimately familiar — the milit.irv form^ d he 
ordinary philosophy of man.igement is (to borrow a defini- 
tion from I larrington Ifmerson) “ autocratic authority at the 
top — delegated authority and imposed res[)onsibility all 
down the line, and anarchy everywhere.’’ Just as in em- 
ergencies each man below turns to the m.in above, so in 
ordinary routine the order Is reversed. 1 he president%,“ puts 
it up ” to the general manager, the general manager “puts 
it up ’’ to the superintendent, the superintendent “ puts it 
up ” to the forjman, the foreman “ puts it up ’’ to the work- 
man. I he work is finally done by; and the efficiency of 
actual execution is usually dependent upon, the man of lowest 
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capacity, of least knowledge, of least possible breadth of 
vision, of least power to control conditions — that is, the 
actual workman. His only source of all help and instruc- 
tion is usually but one step higher in knowledge or in power, 
and that is a job boss or foreman. 

dlie entire ideal of industrial-engineering organization, 
of “ scientilic management,” as it has lately been called, is 
diametrically dilferent. It is the study of the plans for 
executing the work and of the ultimate operations of the 
work itself by the highest expert skill obtainable; the defini- 
tion of the best means for doing the work by the most 
competent s})eclalist obtainable; the reduction of these re- 
sults to standard delltiitions and standard instructions; the 
provision of the best apparatus for doing the work, and its 
inaintenance in the best condition, again by specialized 
skill; the careful training of the workmen by competent 
instructors to do the job in the best way with these best 
appliances, and in the minimum of time; lastly, the provision 
of some incentive sufficient to secure the workman’s co- 
operation, to make him willing to do the work in the way 
and in the time that have been stutlied out. This incentive 
may be a day wage, a piece rate, a differential piece rate, 
a bonus, a premium, or a purely sentimental reward — “an 
imaginary value,” as Dr. Junge calls it. d'hese wage 
methocTs are not fundamental institutions In themselves, as 
they are sometimes mistakenly supposed to be. They are, 
or shcJltjld be, only the last step In a far broader philosophy 
of production. Scientific management, then. Involves these 
three great steps: hirst, analysis — or the accurate estima- 
tion oj productive elements and preventable wastes; second, 
standardization of attainable maxima of performance, and 
establishment of conditions by which the men may practi- 
cally reach these maxima; third, and last, def^ising an incen- 
tive by which the Interest of the employee is visibly and 
convincingly advanced, parallel with the interest of the em- 
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ployer, os the workman approaches arui reaches or even sur- 
passes the standards set. 

To sum up in three wortis: I'he elements of scientific 
management are analysis, standartli/ation, incenti\e. 

The difference between it and ordinary man.igement is 
that it provides tor these things, while ordinary manage- 
ment provides only for the transmission ot orilers ami 
maintenance of discipline, with little or no instruction or 
assistance to the workers. 

To put it in still another way: by co-ordinating the two 
elementary ideals (d management — line, lor [lermanence, 
authority, discipline; st.iff, tor de\’elopment ol high func- 
tional efficiency — “ scientific management " ‘ restores, both 
to the job and the man, tlie identity — the individualism — 
which under ordinary management is lost by a policy of 
wholesale dealings and mass relations. 

At the present time two leading schools of scientilic 
management seem to be forming, characteristically asso- 
ciated witfi the names of 1*'. \\\ Tavlor and Harrington 
f^merson. It is hardly fair to the subject or to the reader 
to attempt to point out in a brief paragraph their distinctiv'c 
doctrines, for each recjuires and has been given by its chiel 
sponsor an exposition reaching the dimensions of a fair 
sized book.- As an introduction or an incentive to lurther 
study, however, the following summary is (jftered : 

The Taylor s>stem displaces ordinary management by 
the introduction of a highly sjiecilic, distinctly cklined 

1 Tile term “'Scientific iTi.maf^emeiit ’’ i^ ii^i'd witli ''omc relnclancc be- 
cause of Its general current (inidoynunt 111 a r«'lru:<<l .nid 'iinuali/td 
sense. Scientific iiianaginiciit means only the a|)|'l>‘ ■>li"n of sticiitific 
principles and rnetluKK to tlie v\ork of maiiaL;* nn nt I lie sri<'iT^( s in- 
volved may be, and are, several. .Srieiildic managenu nt tan not be re- 
duced to a formali7cd and forimiIat»tl system, altlioiigli a systematic 
scheme of manageyicnt may be basetl mi s(Kntific iiriiKiplcs 

2 See “Shop .Management,” by h' V\' 7 'aylor , Trans Am. Soc. M, F. 
June, 1903 No 1003 Sec also “ Kfificiency a^ a Basis for Ojicration and 
Wages,” Harrington Emerstin , The I-jujincrmij \Ja<jaz\HC 
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“ functional force.” 1 he performance of work is first di- 
vided into two phases — planninp^ and execution. J^'ach of 
these phases is separated into four major functions. I he 
four functional representatives in the planning department 
are ” the order of work clerk,” ” the instruction card man,” 
” tlic time and cost clerk,” and ” the shop disciplinarian.” 
d he four functional rejmesentatives in the acti\e work of 
the shop are ” the ^^an^ boss,” ” the speed boss,” ” the in- 
spector,” and ” the repair boss.” I here may he one or 
many re{n-esentati\’es of each function, dejiendinp; upon the 
frcajuency with which their function necessarily brings them 
in contact with the men; hut within any one function, the 
workman looks to the particular boss of that function for 
his orders and assist.ince. I he workman taki s ortlers from 
?i^ht different bosses instead of from one only as under the 
ordinary system of manat^enient. The details of the s\s- 
tem are also hi|j;hly specific, as, for example, that all work, 
tools, and cajuipment parts are symboli/ed, the performance 
of e\'ery operation is ch.irted, all instructions are written, 
etc. Ihe salient feature, howener, is that the old line 
organization is discarded, and ei^ht functional hues are 
j)ut in its place. 

Jdnerson leaves the old line intact, but supplements it 
with an expert staff, who brin^ to bear highly specialized 
knowlJd^e and skill upon the various elements of o[)cration 
that are susceptible to improvement, d'hese mi^ht be, for 
example, such matters as the economical burning of fuel, the 
custody and issue of materials, the cuttinjj; of metals, the 
care of machinery and eijuipment; these are random illustra- 
tions j^nly. d he staff organization would be specialists in 
the subjects of largest inHuence upon economy of operation, 
but their knowleil^e would be applied, not by direct orders 
to the workmen, but by jruidance, instruction, suggestion, 
counsel, to the regular line officials. Emerson’s faith is 
not in methods, but in principles of efficiency and their pur- 
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suit by a line-dircctcd ami staff-^uidcd orjjianl/.itloii, adapted 
to the circumstances and conditions of any ^i\en o[)eration. 
I hesc principles of eificicncy arc: Ideals; C'ommon-Sense 
and Judgment; Cojiipetent Counsel; Discipline; the I.iir 
Deal; Reliable, Immediate and Accurate Records; Rlan- 
ning and Dispatching; Standards and Schedules; Standard- 
i/ed Conditions; Standardi/ed Operations; Whitten Stand- 
ard-Practice Instructions; and I^tiiciencN Reward.’ 

In the acceptance of fundamental ideas and foinulational 
data there is no imj^ort.mt ditierence between the two 
schools. In methods of })ractice there is a very wide dif- 
ference, the latter being much the more elastic. ( )ne ot the 
first [)recepts of the Taylor school is that no hall-measures 
.ire possible. I he s\stem must be adoptiai in its enliretv or 
let entirely alone. I rom T.merson’s doctrine ol ellieieiicvt 
on the other hand, lollow's the deiluetion th.it betterment 
may proceed by almost inlinite grad.itions, depending on the 
willingness and thoroughness with which the principles of 
elficieney are acceptetl and .ipplied. 

In the early sections ol this chapter organi/.ition ,ind 
system w’ere spoken ol as being elfective in controlling large 
operations that are heyond the gr.isp of the individu.il. 
System is the method by w'liich org.ini/ation works to se- 
cure desired results and to maintain control ol ecery item 
of work in hand at all times. If, ignoring the conventional 
mode of analy/ang industrial organization, w'c look at it 
from the point of view^ taken in the alliterative divisions of 
the held listed in the opening chapter, the apj)lic.itions of 
system in w'hich w'e arc most interested in industrial en- 
gineering will relate generall) to six cardinal j^oints. 
First, the general institutions and form of management; 
second, the provision and custody of material; third, the 
handling and payment of labor or “ men fourth, the care 
^ “ The Twelve Pnncii)lcs of Icftjeieiiry , ” lim/iui’crnu/ MiK/ncntr 
June, iQio, et seq 
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and maintenance of tools and machinery; fifth, the determi- 
nation and direction of operations, or manufacturing meth- 
ods; sixth, the recording of expenditures and costs — that 
is, of money. Our seventh “M” — markets — belong to 
the commercial or sales organization, and though equally 
susceptible to scientific treatment arc not included in the 
scope of this study. 

System is an ideal that is more or less perfectly embodied 
in innumerable concrete “ systems ” for hantlling each and all 
of these things, d'herc is no universally correct and spe- 
cific way of doing any one of them. Always beware of 
the man with the panacea. Ideals and principles are funda- 
mental and fixed; methods and systems must vary with con- 
ditions. d'he systems that will succeed in any given case 
'depend on the organization adopted in, and the circum- 
stances surrounding, that case. Many misfits and troubles 
have resulted from attempts to force cut-and-dried systems 
that had succeeded under one set of conditions and in one 
environment, u})on a plant differently organized and en- 
vironed to which these systems were not adapted at all. 
There are, nevertheless, fixed principles that can be formu- 
lated and shouKl be observed in any system we may adopt in 
any individual case. 

Management, in its broad sense, includes everything in 
the entire range of this discussion. In its limited sense of 
the governing and directing body it is ordinarily (as al- 
ready said) dominated too exclusively by itieals of “ line ” 
subdivision with insufHcient “ staff ” co-ordination. Very 
generally, however, a broad staff or functional segregation 
appears in the adoption of what is called the “ three-column 
form ” of organization; that is, the management is carried 
on by three co-ordinated departments — financial, manu- 
facturing, and commercial. The division is^elementary and 
logical. First get your money, next turn it into manu- 
factured wares, then sell the product. Below this step. 
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however, ordinary management is unstandardi/cd. All ef- 
fective work in the improvement of efficiency must begin 
here, either by replacing the existing arrangement by a 
“ functional force ” or by “ co-ordinating with it in an ex- 
pert staff.” 

Materials are generally supplied through a [)urchasing 
department, whose duty it is to provide all materials and 
supplies in the quantity and (juality re(|uired by the proiluc- 
tion department, at the niost advantageous price possible; 
and to verify its purchases to the auditing dejiartment for 
payment. Materials when received pass into the custoily of 
the stores department, at the head of which is an official 
known as the storeskeeper or storekeei)er. In a large 
plant there will probably be a general storeskeeper and 
a sufficient number of division or assistant storeskeepers and 
clerks to handle the work, ddie duty of the stores depart- 
ment is to keep materials in safe cust{)dy and onlerly ar- 
rangement, to supply them to the departments of the fac- 
tory on requisitions from proper authority, to account for 
their issue, to receive them again, in partly finished or fin- 
ished condition, if the routine of the factory operation so 
requires, and to maintain an inventory of all material on 
hand. Sometimes finished product is delivered from 
stores on order of the sales department; soiTietimes thc^shi|)- 
ping department is distinct. Obviously both [)urchasing de- 
partment and stores department must be in close touch with 
the needs of the production department, but the discretion 
given either of them to query or to anticipate production- 
department requisitions or wants varies greatly in different 
cases, and may be determined by the policy of the concern 
or the personality of the officials chiefly concerned. It is 
not uncommon, however, for the stores department to be 
charged with responsibility for maintaining at all times a 
sufficient stock not only of raw matty-ials but of finished 
product. The manufacturing department then works al- 
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ways and only upon orders issued by the stores depart- 
ment. 

I'hc records of materials are usually kept by requisitioir 
made out in multiple, se))arate copies i^oinj^ to the manu- 
facturing^ and accountinti; oflicials immediately concerned 
and by enterinti[ each .idtlition or withdrawed in books or oi' 
cards accompanyinj^ each lot or kind ol material carried ir 
stock, d'lie movement of material through the factory 
usually directed and recorded by tati;s, accomp.inying each 
piece or lot, and distin}j;uisbed by serial numbers connecting 
them with the order or job to which the}' apply. Multi{)k 
copies ot these memoranda, sent ahead, serve to notily re- 
sponsible olliiials lurther down the line what to lof)k for, 
and act as detectors lor any delay or discrepancy in arrival. 
* d his s\stem is commonlv called stock tiMrin^. 

Material in process ol manulacture is commonly called 
either stock or stores. I he terms are rather loosely used, 
but the best authority prescribes the use of the term 
“ stores ” lor raw m.iterial and ‘‘ stock ” lor linished product. 
I'his usaj^a’, however, is not universal, and very often 
“ rou}j;h stores” or “ r.ivv store’s” is used to desi|^natc un- 
manufactured materi.d, .md “ linished stores,” manufactured 
material. 

I.abor, w'hich was listed as the third cardinal sul)ject ot 
svsteniatic handling, is very cliverselv managed. Some lar^c 
concerns b.ive a regular labor department or emj)loyment 
agency where applications are hied and examined, and by 
which men are engageil in such numbers and at such times 
as the managing olticials direct. In other cases the heads 
of jde[)artments make their ow'n engagements and dis- 
charges. Usually the discipline and work assignments of 
each empIo}ee depend ujH)n his immediate superior, who 
may be a very minor olheial, such as a y;ang boss or sub- 
foreman. Many disciplinarians consider that the power of 
promotion or disciiarge is necessary to the man in imme- 
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cliatc coniniaiul. 1 here arc, h()\vc\cr, j^rcar Jan^cis of in- 
justice, ami ot the cxcicisc ol tax oi itisin or spite tlisast roiis 
•to eflicienex of the xxorhimj; tone as a whole, it too imieh 
{)ow'er IS entrusted to put\ otlKcrs. I think this is on the 
whole the sater xiexv to .oiopt. I he assinnniiiit ot work, 
exen, xxlien not determined hx general routine, is noxx 
sometimes adx antap;eousl\ iliiceted 1 1 om .1 iciiii al works 
office, xx’hei'c a xxork dispatcher has exerv machine in the 
sho[) displaxed hetore him on a ixeiril, xxith its pihs in hatui 
or aecumul.ited s\ stemat ic allx tahnl.ited. on slips, and he di- 
rects the next moxement tor each man and macimu“ on the 
floor, as .1 tram dispafclic'r moxes the trains on a lailroad. 

d'he indixidii.d johs aie umallx design. ilcd h\' niimhers 
conneetin)^ them xxith the W(U-k to which tluw apply. The 
time each man works is iisuallx reeoided h\ a 1 eprcsentatix e 
of tile aceountinp; or aiiditmi:; or cost dc-parlmeni, c. dic'd a 
time clerk or a timekeeper. \ erx u:eiu rally eacli workm.m 
registers his enliame and departme hx punchm<^ a time 
clock Ol" some similar atilomatu lecoidm^ dexice, so lh.it 
the tot.il time tor which he is paul is mdispulahle. Ihe 
dix'ision ot his tiiiic' amont; x.iiious jobs (it his work is ot 
such character th.it it is dixided .imoiif^ sexcral jobs) is 
noted either hy himselt, h\ his toiem.m, or h} the time 
clerk, xx'ho then makes treijmmt rounds ol the sIk^i .md 
xisits ex cry m.in often enouLi;h to keep close ti.uk. Ihese 
time records, like the m. iteri.il records, .iic- usti.illx ke[)t on 
indix’idual c.irds, which c.m he .is'^emhled .1 1 (c'rxx .irds for 
such tahiilaticKis and cost detei min.itions .is .ire desired and 
J 7 iay he kept as lonjj; .is deemed .ulx is.ihle for further ref- 
erence. Ihe system of p.ixment is det'i mined hy tlie^inan- 
agement in tlie light ot such appreci.ition .is the m.magers 
may liaxe ot the xirtue and henelits of the sexei.il adx.mced 
wage systems, t^nd under such limitations as the prejudices 
of the men or the effectix'c restrictioi; ot the union may re- 
quire. 



54 


1»RIN('[PI.KS OF INDUSTRIAL LNGINLERING 


I'hc fourth cardinal point listed for systematic direction 
was the care and maintenance of tools and machinery. The 
larger mechanical ecjuipmcnt, power transmission, etc., is too 
often left more or less vaguely to the engineering or me- 
chanical department, from whom it devolves upon the fore- 
men. d'here is, however, a generally recognized and almost 
universally established institution called the tool room, 
which has two se[)arate functions; one is the custody and 
issue of small tools, which are provided, ground, kept in 
order, and gi\’en out to tlie men as needed, account being 
kept by hanging a brass check representing the tool on a 
hook bearing the workman’s number. Ihe other and 
larger function of the tool rooin is the making of standard 
and special tools, jigs, lixtures, etc., and the repair of ma- 
chines and machinery. 1 he proxince of the tool room, 
however, is sehlom extended widely enough and the tool- 
maker’s knowledge of the most efficient operation of ma- 
chines and ot the principal causes of waste and loss of time 
is seldom deep enough, or his authority to institute re- 
forms and is seldom great enough, to make the tool room 
adecjuatc to drive the plant at its highest capacity. Here 
is an opportunity for most proiitable use of the staff spe- 
cialist. 

'rh(^ direction of methods, our fifth cardinal point, is in a 
still more unsatisfactory condition. It is left sometimes to 
the men running the machines, sometimes to their foreman 
or to a special functional foreman, sometimes to the tool 
room, sometimes to the drafting room, and sometimes to 
the engineering department or mechanical department at 
larger Here is another broad field for the staff specialist. 

Systematic supervision of money matters, our sixth car- 
dinal point in manufacturing organization, exists in two di- 
rections. Both are based, in part at least, oik the same data, 
but their scope and purpose are quite diverse. I'he first of 
these functions is exercised by the auditor’s department. Its 
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purpose is simply to connect every expenditure with an ac- 
tual bona fide transaction — material bought and \t)uchcd 
for, wages paid for services proved, royalties paid on a \ eri- 
fied contract, machines purchased, buildings erected, etc. 
I'ime and material tickets coming from the shoj> are merely 
vouchers to the auditor, to warrant his (). K. of reijuisitions 
on the treasurer for the payment of bills or the drawing of 
payroll checks. Beyond this, he is not iri the least concerned 
officially. If John Smith is certified on the pavroll tor 6o 
hours, as proved by tlie time clock, and at 2^ cents an hour 
as certified by his general foreman, the auditor appro\es 
his payroll check for $15 without further (jiiestion. 

But the second tlepaitrnent concerned in money matters 
has a different function; this is the cost department. The 
time and material cards, having ser\ ed as amlitor’s vouch- 
ers if necessary, are taken in hand by the cost department 
and sorted by numbers so that all cards belonging to any 
particular job, machine, or desireil item of proihiit fall to- 
gether, b'rom these the complete material and labor cost 
of any piece or [)rotluct (or by proper prearrangement, of 
any part of a uni.t of [)r()duct or of any oj)eration upon any 
part) can be figured up and recorded. It is part of the 
function of the cost department not merely to connect ex- 
penditures with certain manufacturing accounts as th^ audi- 
tor does, but to determine by comparison whether the ex- 
penditure and the thing secured by it are in fair [)roportion. 
The auditor went no farther tlian to find that John Smith 
put in 60 hours by the clock. I he cost iie[)artment divides 
up this Go hours, job by job, and it can or should compare 
John Smith’s time on each job with recorded times made by 
other men on the same jobs. If he has been soldiering and 
has done altogether in 60 hours only what the recorejs show 
that other men^^have previously done in 25 hours, the facts 
are made clear and proper action can he taken. 

The cost department, properly conducted, may thus be- 
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c(Ji7ic a mine ol valuable information, first for the shop 
su[)erintcn(lcnt in hcl{)m}^ him to prove the coni[)arative 
worth of Ills men, and next for tlic eommerciiil or sales or- 
[i;ani/ation, heeause it shows not only what marfj;in of profit 
exists and altords a }j[uide to possiliilities of meeting compe- 
tition, hut it also permits close estimates to he made on new 
work, hy a comparison with similar jobs in the past and by 
compiling; unit prices from which the costs of new models 
may he built up. 
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FORMS OF IXDFSIRI \F ( )\VX I'.RSI i I R 

P URSL I 1 of a systematic liKjuiry into the science, princi- 
ples and institutions by which inanuf.icturin^ ojKTations 
are carried on leads trom the general to the specific. It is 
therefore proper to su[)plement the examination of organ- 
ization at larR;e by a short survey of the forms of or^ani/a- 
tlon legally established for the conduct of Industrial opera- 
tions. I'hese are few aiul highly specific, h'or while the 
internal regulation of industrial concerns, beitig governed by 
Indi\'idual freedom, is (as we have seen) far from stand- 
ardization, their external relations have been very exactly 
fixed by law. Society, in Its general care for the rights of 
the individual and of property, has [)rescribed certain def- 
inite forms of ownership by which the manufacturing plant 
may be held and operated. 

The first and slm[)lest of course Is [)ossession anti oper- 
ation by the individual owner. It is scarcely necessary to 
comment upon so familiar an Institution as single^ propri- 
etorship. I'he contlltlon Is one that has pr(d)ably come un- 
tler the personal observation and experience of all of us, and 
If we magnify the cobbler’s bench up to the huge shoe fac- 
tory, or the little jobbing foundry u[) to the gigantic iron 
works, the legal position of the individual proprietor is 
substantially unchanged. He may hl^e such assistanae as he 
desires, delegate to employees such of his powers or func- 
tions as he sees fit, carry on the most diverse occupations if 
he think best.'* His credit is such as he may establish by 
his character and property qualifications. His liability ex- 
tends to all that he has, subject only to the ordinary legal 
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exemptions, to which all men are entitled. In short, he has 
all the authority, all the profits, and all the resj)onsihihty, 
and he carries on business as he sees lit, sul)ject only to the 
general law of the land. 

One (|ualification of the indi\idual freedom to carry on 
an iiulividu.il jiropi'ictorship without public notice oi' ie^al 
restraint should, howe\er, he noted. If a man elects to 
ojierate not under his own name, but under such st\le as 
the Jdite hOundi'y or the \ acuuni Process Co. or the Px- 
celsior Madiine Shoj), allhouRh in fact he is sole owner and 
{iroprietor, he must file in a designated public ollice (in 
New oi'k State, the office of the county clerk) a state- 
ment settiiifj; forth who is actually c.aiTvin^ on the business 
and all necess.iry inform. ition to .id\ ise the public dul\ of 
tTie facts and the pea son responsible lor the acts, obli^Mtions 
and debts of the business. 

d'here is no necess.ir) limit to the si/e of the business that 
may be conducted iiuli\'idu.illy. The Krupp works w’cre 
so carried to a foremost position in the iron and steel in- 
dustry of the world; and I belicwe they .ire \et (or .it least 
they were ijuite recently) under indisidu.il sole ownership, 
though the actu.il m.in.i^ement had been turned o\'er 
largely to a Dir rktot iiuii of tw’che members. 

I’Or j'casons of convenience or finance, howewer, it often 
becomes expedient for an owner to divide his tiuties, profits 
and responsibilities with one or several others, who become 
joint ow'iicrs with him, in eipial or imeijual proportion as the 
s[)ecial arrangements may determine. In the c.ise of a new 
business scweral men may thus associate themselves in joint 
owmersliip at the outset, each contributing his share of 
money and his particular talents and w'ork to the prosecu- 
tion of the business. In the case of a business which has 
been running as a sole proprietorship, the Original owner 
may wxmt to attach an .important employee permanently to 
the business by giving him a share in the results, rather than 
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a mere salary iiuie[K‘iulcnt ot tlie results. 1 le m:u want to 
hrin^ in more Cii[ntal without borrowing against Ihs own 
eretlit. Or he may want to hiiiiL!: in some sj^eei.il knowl- 
edge or skill or some trade connection possessctl hv some 
special iinii\idual. In cither case, or lor \\ha(e\er moti\e, 
we have as the result a second lorm ol iiuliistria! unit, no 
longer single, hut compoinul; this is the pa!(nershi|i or joint 
[partnership oi‘ firm, as it is \aiiousl\ called. 

A [partnership is a groigp ol indoiduals (usually a small 
gr(JU[p) who li.U’c joined their |'>ro[>(‘rt\ , sei\ues, and credit, 
lor the [)ur[)()ses ol conducting business lor (heir joint hen- 
clit. This relation is established by agreement between 
thcmscKcs, but it is subied to ccifam regulations or limita- 
tions or delinilions, both under the old common law and by 
statute. 1 hesc statutoi\ [Pioxisions conceim both the rela- 
tions ol individual paitneis to one another, and iclations ol 
the entire [)artnershi[) to outside indixiduals or (t) the [uiblic 
at large, \ ou can readily see how the creation and use of 
the partnershi[) as an industri.d institution would necessarily 
gi\’e rise to a boei\ ol [)<irtnei ship law'. Smith, joiu's and 
Robinson, doing .business as a [partnership, owning certain 
property, machinery and materials In the liian name, mak- 
ing a contract with you to emplo\ \'our seix'ices as su[)erin- 
tendent, or to buy Irom \ou a steam engine which \ou are to 
build on their order, are, [)l<ilnly enough, a distinct entity, 
separate and different Irom either Smith, or Jones, or Rob- 
inson inclixidually. ll John Smith indixidually contracts 
with you to do or sup[)ly some thing, )ou know' that you 
are to look to him [personally lor [Pcrlormance of that con- 
tract and that he can be held linanciaPy responsible t« the 
extent of his entire prcppertv for faithiul performance. But 
suppose Smith, as a member of the linn Smith, Jones and 
Robinson, makc« a similar contract; has he div'ested him- 
self of twm-thirds of his responsibility by taking in these 
two partners? Or If the contract is not carried out and it 
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proves that Smith, after all, has no property from which 
you can recover damages for the non-performance, can you 
take Jones’s house or Robinson’s bank deposit to make you 
whole in a negotiation which was originally begun with 
Smith ? 

7'hcsc and other questions of the rights and duties of 
joint partnership are settled by rules of law or by statutes 
which vary somewhat In different countries and states. In 
general, however, a partnership, and each and every partner 
In that partnership, Is bound by the act of any member of 
the partnership done in the name of the firm and within the 
scope of his apparent authority. In other words, each part- 
ner is a general agent of the firm, with full authority to do 
any and every act necessary to the transaction of the firm’s 
business. Mach partner, also. Is liable for all contract obli- 
gations of the firm, whether Incurred by himself or some 
other partner, and each partner Is liable for wrongful acts 
committed by one or more of his fellow partners within the 
scope of their apparent authority. 

h'or Instance, supj)ose Smith, Jones and Robinson are a 
firm of Iron founders, and Smith, driving a truck load of 
castings for delivery to a customer, negligently runs over a 
pedestrian In the street and injures him, or negligently runs 
into another wagon and overturns It, giving rise to dam- 
ages. The firm will be liable for these damages, and if the 
firm’s property were Insufiiclent to pay the amount awarded, 
Jones’s personal property or Robinson’s might be attached 
to pay the judgment for the act done by Smith. This is an 
Instance of a wrongful act committed within the scope of 
Smith’s apparent authority as a member of the firm. If he 
got down from his truck and beat a man on the sidewalk, 
the firm as a firm or the other persons individually would 
not be liable, because the act, although \wongful enough, 
is not within the scopq of his apparent authority. 

To a certain extent, therefore, the law makes a partner- 
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ship an artificial person. In the ease of liability for acci- 
dents the firm’s property must be exhausted before the per- 
sonal property of its component members is taken. But 
when the limit of the firm’s property is reached, the persons 
are each accountable for debts and acts of the firm as if 
these debts and acts were their own pcrs{)nally. 

There is, however, an exception to be noted in the case 
of special partnerships. A man may enter a firm as special 
partner to the extent of a fixed amount of capital anti with 
the limitation of his liability to this aniount of capital ac- 
tually contributed; but this is permitted by statute only on 
condition that the special partner’s stated contribution is 
actually all paid in cash; and furthermore in such cases a 
certificate must be duly filed with the proper public official 
setting forth who are the general and who are the special 
partners, with the amounts contributed by each of the spe- 
cial partners, and an affidavit that these amounts have ac- 
tually been fully paid in. They must also advertise in the 
county in which their chief place of business is locateil, 
specifying the general and special partners anti the amounts 
contributed by each, and giving a copy of the affidavit and 
the articles of agreement. Furthermore, no firm can be 
composed of special partners only. I herc must be at least 
one general partner whose liability is unlimited. ^ 

To the largest possible extent, however, the law leaves 
a partnership as free as an individual in the transaction of 
business, with no restrictions as to the number and kinds of 
legitimate business a single partnership may carry on. This, 
as we shall sec, is in contradistinction to the last form of 
business organization we arc to consider*, the corporation or 
stock company, which is altogether an artificial person, op- 
erating with such powers only, with such scope only, and 
under such conditions only, as are expressly stipulated by 
the statutes permitting it to exist. , 

Before taking up the corporation, there is one other but 
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relatively iininiportajit loriii of business ori'ani/alioii to be 
noted. 

A joint-stock association is formed by apjrccnient among 
its members, reajuiring no eli.iiter and no publication ot the 
articles, d he ca[)ital is divided into shares, as in a corpo- 
ration, and tfie shares are freely translerable. It may sue 
and be sued by its presielent and treasurer, and its directors 
are |)ersonally liable lor its obligations alter the property 
of the association is exhausted. It exists b)' recognition ot 
statute. 

A corporation is a wboll) artificial person. It is recog- 
nized by law aiul created m at cord. nice with the legal reg- 
ulation lor carrying on undertakings ol various kiiuls, public 
or |)riv.ite, eleemosyn.iry or tommertial, linantial or trans- 
portation. \\c are concerned only with commercial or in- 
dustrial corporations. As the corjioration exists by j)ro- 
vision ol law, it has only such powers, rights, aiul {)rivileges 
as are expressly coni erred by kivv. It has not the natural 
and inherent rights possessed bv .m iiulividual. I bis is one 
of the princip.il distinctions between the [losition and con- 
duct ol the corporation and th.it ol an iiulividual proprie- 
torship or lirm. Smith, Jones .md Robinson may st.irt up 
in business as a him without notice to anvbodv, if thev so 
please, and tlo anv .md every kind ol l.iwlul business thev 
may elect to carry on. b’xcepting in the {uirticular case ol 
a speci.il partnership .ilrv.idy relerred to, no declaration of 
their agreement, nor ol their money matters, is re(|uired nor 
need they declare their respective functions in the business. 
Idiey may think it expedient to make a statement of their 
linaiv'c'S or ol other details to their hankers, or to those 
from w’hom they wish to buy on credit, hut it is a voluntary 
and private communication. If, however, they decide to in- 
corporate as the Smith, Jones and Robinson Co. they must 
file articles (jf incorporation with the secretary of State 
and with the county clerk in the county where their prin- 
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cipal office IS situated, declaring their purpose, delluinij; the 
kind ot business thev {Propose to eai‘i\ on, and the amount 
ot capital \\ith winch the\ propose (o operate. 1 he\ must 
secure from the secretar\ ol State a charter aiithori/in^ them 
to carry on luisincss; and while the charters ol laif;e cor[)i)- 
rations especi.dU are olten \cr\ broad, a coipoiation is not 
in general {lerinitted to do an\ kind ol business not land) 
included in the charter piocisions; tor exanijde a company 
incorjioiMted lor inanulaclurin;^ ma\ not generally en^iipe 
in Ininkin^, nor ma\ a railioail compans cnL;a^c“ in inimufj^. 

riie case ol the ‘'Coal Roads" illustra(i\e ol this point 
is Iresh in mind. 1 he charter of the S. Steel k'oipoia- 
tion is \ er\ bro.id, hut \ei\ piohahlv it could not leLj;allv en- 
^aj^e in the thcatiical business in Rittshui}^. C'oi poratiom' 
must state in their articles ol mcorpoiation the capital (tha1 
is, the iimount ol mone\ \alue) wimh tluw piolc-ss to dewote 
to the purposes ol their business, and the\' must pay .in in- 
corpor.ition t.i\ .mil a t.i\ anmi.ill\ therealter on this cap- 
ital]/. ition. I his c.ipit.il, howtxer, is oltcai nominal, and 
there is no {.tener.il hpal rcsjuii emcait noi pro\ ision lor pub- 
lic iiKjuiry into tlie eijuix.ibnce ol the c.ipit.il dec hired .iml 
tile \alue ol the piopert\ .iiul lunds .i- tu.dU jiossessc'd by the 
corjioration, although New "l ork St.itc- siibsci iptioir- to c.ipit.il 
stock must be p.iid in (.idi or in pro[)crt\ .it .i t.iir v.ilu.ition. 
That is a matter in which the* unestor who is puttmjj lunds 
into the corporation must determine lor liimsell. 1 he mar- 
ket value ol the stock ol any uom^ coipoi.ition usually ex- 
presses the public estim.ite ol its .utu.i! worth. 1 here is, 
however, a tendency ol Lite (.is p.irt ol the movement to 
exercise larger |j;o\ ernment.i! control ol corpor.itior^s ) to 
provide lor some ollici.il phvsical v.duation, especi.illy ol the 
property of railroad corporations, with a view to larger 
protection of iiwestors against the deceptions ol promoters or 
of manipulators. 

In financial make-up the linn and the corpcn-.ition differ 
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thus: 7'hc proportions in which the members of a firm 
share in the ownership and the results of business are fixed 
by agreement among themselves. As a general proposition, 
no new member may be admitted to a firm, ik) member may 
retire, no member may transfer to another person all or 
any part of his interest, without the consent of all the other 
members of the firm or without adjustment of the debits or 
credits of the firm to date of change. In a corporation the 
total capitalization is divided into a fixed number of shares. 
1^'ach of these shares has a definite par \'aluc — usually 
though some large industrial companies have shares 
of a par value of $«;o and many mining corporations divide 
their stock into shares of a par value of $io, or even $i. 

d'hese shares are commonly sold in the first instance by 
public subscription or given in exchange for properties, 
patents, etc., and thereafter are transferable without restric- 
tion, passing from hand to hand in the open market, pur- 
chasable by anybody in any quantity that market condi- 
tions permit. In the case of the large corporations listed 
on the exchanges, the stock is traded in to the extent of 
thousands, tens of thousands, and even hundreds of thou- 
sands of shares a day. Tkich transfer is recortied if de- 
sired by the buyer on the books of the corporation. d"he 
buyer brings in the old certificate endorsed by the former 
owner, with proper witnessing signatures, and receives in 
exchange a new certificate issued in his own name. The 
corporation recognizes as voting members those stockholders 
whose names are registered on its stock ledgers at any given 
time, and the voting power of each shareholder is measured 
by his^tock holdings. Thus the membership in a corporation 
may be and usually is constantly shifting, both as to persons 
and proportion held by each. 

I'here is another very important financial difference be- 
tween a corporation and a firm. In a firm, as we have al- 
ready seen, each member (except a special member) is like 
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an individual proprietor in that he is liable to tlie extent of 
his entire possessions for the liabilities of the tirin. Now a 
stockholder in a corporation is not usually liable, cither for 
its debts or its wrongful acts, be>ond the amount of his 
stock. That stock may become valueless because all the 
property of the corporation is exhausted, and so the stock- 
holder may lose what he has put in; but the ueditors or the 
holders of a judgment against a corporation can not go be- 
yond the property of that corporation and attach property 
of the individual stockholder. In former nines, under the 
old law of corporations, a creditor could do so, ami in one 
famous case in Scotland, the case of a bank, if I remember 
rightly, every stockholder, no matter how simill his holding, 
was ruined by the failure of the bank, the succcssixe assess- 
ments to meet the debts of the c()r[)orati()n exhausting finally 
the last shilling of the last man. In some places and in 
some kinds of corporations there still exists what is called 
“ double liability.” I hat is, each stockholder may not 
only lose originally what he put in, but he may be com- 
pelled to pay in addition an amount eijual to the par value 
of his stock holdings if this is necessary to meet the obliga- 
tions of the company. I'his Is the case with all national 
banks, but with manufacturing C()r[)orations it is exceptional 
and as a general proposition there is no liability and no as- 
sessment collectible beyond the single value of tlie stock 
each member of the corporation holds. 

I'he management of a corporation is vested in a board 
of directors elected annually by the stockholders. These 
directors in turn elect the officers of the company and ap- 
point its chief officials. 1 he law requires that there shall be 
certain specified officers, in New York a president, a secre- 
tary, and a treasurer. Other officers may be added if de- 
sired. Very frequently in large corporations there arc sev- 
eral vice-presidents, each heading on(^ of the principal di- 
visions of the corporation’s work. One, for example, may 
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he a financial man and look after marketing of hontls or notes, 
loans, and hanking ami linancial atlairs generally; another 
may direct tlie commercial or sales department; a third may 
he a technical man m charge oi maniil aclunng or pi'oduc- 
tion; a fourtfi may he a lawyer and control the legal work, 
the drawing ol contracts, patents, etc. The general man- 
ager, who is the active e\ecuti\'e ollieial in direct charge ol 
the principal actixities ol the eorjioration, is \ery oltcn, per- 
haps generally, not a director, although in many cases the 
president or \’ice-president is also general manager. 

Directors arc elected tor a term ol one year h\' a majorit}' 
vote of all the stock reprc'sented at the meeting. A single 
share may thus determine the contiol ol a l.irge corpora- 
tion. In our larger .md hetter companies, however, it is 
generally conceded <is a mor.d right th.it .i l.irge unilled 
minority interest sh.dl have represent. ition on the hoard of 
directors. It “cumul.itive voting” is provided lor in the 
constitution ol the comp.mv', .i respect. ihle minority may l)e- 
come actu.illy aide to elect a director, irrespective ot any 
moral right to representation. The amount of freedom 
given to indivitlual ollieers or ollici.ils (Ireedom, that is, to 
act without prioi appioval h\ the directors) ii.itiii .illy v.iries 
greatly with the circumst.mces. \'er\ gener.illv, an exec- 
utive committee ol limited memhi'rship, e.isilv got together 
for consiilt.Ttion hy the general m.in.iger, h.is plen.ii'v powers 
and decides even ver) impoitant m.itters without c.illing to- 
gether the full hoard, merely reporting its action lor con- 
lirmation at a later regular meeting. Hut in an issue, the 
majority vote ol the hoard ol directors decides. '^Ou often 
see, therefore, a struggle for control ol a large company 
thrown into the stock market, both sides striving to huy up 
floating stock so as to control votes in the election of a hoard 
of directors who will carry out their policies. 

There is an old raying that a corj)oration never dies. 
F'vcn a corporation may he extinguished umler proper legal 



roKMs or iMHMKnr owmksiiii’ (>9 

procedure h\ settlinij; all its obligations, disidin^ its assets 
pro rata, and siirreruleriiiLt its chaiter. But a eorpoiation is 
not artected as to Lontnuiit\ In the death ol an\ indi\idual. 
It is ininiaterrd to its mere existence who owns an\ pail ot 
its stock. \n indiNidual propi Iet^>I•^hi[) or (iiin, on the 
other haiul, ma\' he \ caw seiiousl\ ( mhari assid and e\ en 
unw'ilhnj^I\ forced to wind up In the death ol a sole owner 
in one case or of a parlnei in (he other Soine dillicult\ oi' 
embarrassment in .idmimstei mp the estate of the diaeascd, 
some (juairel amon^ the heirs - if no one inteia'st is strong 
eiuHi^h to huy out all the otheis, ma\ Iea\e no .1 iternat i\ e 
except to elose out the husmess. But as (In* (oi poi ation is .in 
artificud entit\, wliolK independent of .m\ of its compoiuait 
members, it )j;oes on unaffected. 

l or this reason, .is well .is on .ucoiint ol the- limit. ition of 
liability alread\ spoken of, .i coipor.ition is siroiipB l.ivored 
cw en for husinesses which .iic- cssenti.ills pi opi lei.ii \ . A 
man m.i\' m.ike a stock comp.m\’ of his own husme-ss, dis- 
trilnitmp; just enouj^h shaies to sex me the lcj4.1l numhc'i* of 
stockholders, and electmi^ oflicers liom nu-mheis of his ow'ii 
l.imil}' or entireU, t rintw ortlu f ric-mls, and thus m.i\ ^i\ e his 
business .1 foim in which it ni.i\ he |ui petuatcxl without il.in- 
j4er ot immedi.ite collapse' .it his de.ith. 1 or (his and other 
reasons industri.il undert.ikiims in the I nited St.ites tend 
more and more to he condiictetl under the form of .in in- 
corporated company. 

d he money p.iid in hv tlie stockholders when the com- 
pany is first orjj;anI/ed is its c.ipit.il slock or c.ipilal. d'his 
is used to {)ro\ ide (or, as .ilre.idy noted, it m.iy in part al- 
ready ha\'C the form ol ) buildings, machinery, palentSf and 
ccjuipment. 1 hat part of the capital whicli is not perma- 
nently crystallized m these fixed f»)rms — that ))art w’liich 
remains in “ liipiid ” form — is c.dled the working caj)ital, 
in contra-distinction to the other or fi^ecl capital. As earn- 
ings or profits begin to come in and accumulate, the total 
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value of all the assets of the company becomes something 
more than the original capital. This excess value is called 
surplus, h'rom time to time, if the directors think wise, a 
portion of the accumulated earnings is distributed pro rata 
among the stockholders, profits so distributed being known 
as dividends. 

d hat portion of the property of a corporation which con- 
sists of money or things which can readily be converted into 
money, such as good accounts due the company, bills receiv- 
able, marketable securities belonging to other corporations, 
or perhaps even readily salable merchandise, is called the 
“ (juick assets” of the company; while that portion consist- 
ing of buildings, machinery and e(|uipment installed, patent 
rights, etc., which can not readily be turned into cash, is 
called the fixed assets of the company, d'his is a classifica- 
tion which has nothing to do with capital and surplus. A 
large part of the capital of the company might be in the form 
of quick assets, wlille con\’ersely all its surplus might have 
gone into a form In which It can not be converted into money 
at all, as, for instance. In the case of a telegraph company 
which constantly put a part of its surplus into extending Its 
lines. 

A corporation may usually buy, own and hold the stock 
of another corporation just as an individual might own it. 
But In the case of railroads, this right has of late been con- 
siderably limited and abridged by statute. For conven- 
ience, to segregate Its activities, or to avoid overstepping its 
charter, a large corporation will often organize a subsidiary 
corporation to carry on some contributing industry. A steel 
conguany might thus organize a subsidiary transportation 
company to haul Its ore or products, or a subsidiary mining 
company to produce the ore, or a subsidiary tin plate or wire 
mill to work up Its products. The parent company might 
then own all the stocjc of the subsidiary, appoint all its di- 
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rectors, and receive all its dividends, which would then y^o 
to swell the profits of the parent concern. Or it might sell 
part of the stock of the subsidiary companies in open mar- 
ket, retaining only a majority control. 

There are many other applications of coiporation law 
such as the organization of a holding com|>any, or a con- 
struction company, which are of higli ingenuity, hut too 
fretjuently of very low morality. Main of them are tie- 
signed to evade the intended limitations ol corporate powers, 
or perhaps to segregate all the assets in the unassailable [)os- 
session of one corporation, while all the li.il)ilities are in- 
curred by another, d'hese devices are not creditable to 
American finance, and the evils they have created, the 
abuses to which they have given rise, are the prime cause of 
the public hostility toward corporations which is causing the 
present industrial disturbance and j)re\enting .1 full meas- 
ure of industrial prosperity. Such legal and financial 
legerdemain has no place in our consider.ition. We are con- 
cerned only with a brief general outline of the principal in- 
stitutions by which industrial operations are carried on; and 
having now broadly sketched such an outline, we will pro- 
ceed to an equally rapid sur\'ey of the methods generally 
followed in the particular department in which we are spe- 
cially interested — the manufacturing or productior^ de- 
partment of a large organization. I hat is, we wTl resur- 
vey the operations of organized manufacturing, not sci- 
entifically dissected and disconnected as in the foregoing 
chapter, but in actual operation. 

The fundamental proposition is that nothing shall be 
made — no order to manufacture shdl be given oirt — 
without authority of some duly authorized and responsible 
official. Whether the article to be manufactured is special, 
from special or original plans, or whether it is a stock article 
made by standard patterns, someone in authority “ vivifies,” 
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by his signature, the order that starts the process ot manu- 
facture. Sucli an order to manulacture an article or a lot 
of articles is usually called a production order. 

d’he ])roduction order is general. It may call for (say) 
“ 2i), No. 2 milling machines,” or “ lo JNdipse enj^ines, 
8x12 ” or “ i()(j type C, lo k w. d. c. motors.” INery pro- 
duction order is therelore likely to iinoKe several or many 
dilferent items or acts o( production. 1 he production order 
is thereloie lirst sent to the engineering or (Iraftinjj; depart- 
ment anil is there reduced to these specilic elements, 
although, in the c<ise ol strictly st<ind<ird [)roducts, standard- 
i/ed lists ol details may he hied in the production depart- 
ment and ma)' he taken olt as a matter ol routine. In either 
' case, the production ordei* next appears as an itemized list 
of materi.ds and jobs, immediatel}’ undersiaiulahle by the 
sho[) ollicials. d he supei'inlendent ol the shop or depart- 
ment or his duly authoii/ed subordinates (hen secure the 
materials needed, by a reijuisition upon another depai'tment 
which has custody ot all materials. I his department is 
called the stores department. The materials heinj^ secured, 
the various jobs ot work upon them are then ^i\’en out to 
individual workmen, sometimes by a centr.d work-dispatch- 
ing office, sometimes by the loremen ol the various depart- 
ments. I hese separate orders to do sjw'cilic [)arts of the 
work are generally called works orders or jol) tickets. I'lach 
job ticket, lor convenience in accounting with the men, has 
its own serial number; hut each job ticket carries in addi- 
tion the number of the general production order to which 
it belongs. 

hatch work order or job when finished is delivered to the 
linished-stores department, or to the assembling or erecting 
department by which it is in turn delivered to the finished 
stores. Notice ol the completion of the entire production 
order, or of each inkallment of it until it is complete, is 
returned by this finished-stores department to the office from 
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which the production oidcr oni^m.ited — .iiul the c\Je Is 
thus coiu[)leted. 

I he original piaxluction-order nuinher appearing on the 
ticket or instruction card acconipan\ inij: eacli joh passing 
through the shop serxes to ideiuih it and direct it siireK to 
the intended destination, thoiiLth it max he inm^lcd ainon^ 
all soits ot other xxork at xarious points on its xxax. I his 
is soinethin^^ like the xxax in xxhuh an adduss caiiics a let- 
ter to its destination, alihouLth that letter tiaxi-ls pait o| the 
x\a\' in the mail h.io wnh thousands ol other lettias. Ki'c- 
orcls ol startin'^ and linishin^^ tunes lor eaeh joh aie inaele 
on the indixidii.d joh tickets; these seaxe as cheeks against 
the total time ol the xxoikmen eanplo\eil, aiiei allord data 
lor cost computations. Manilold copies ol the pioduction 
orders and the xxoik ordeis, sent alu-ad to the depai'tments 
p<irticipatin^ in their pioduction, imtilx ilu-se departments 
ol xx'ork in progress lor xxhich jireparalion must he made. 
When the ori^imil comes throut;h with the* completed joh 
it falls naturallx into the Ides unde-r the- same- numhe-r with 
the manilold, thus aiitomatieallx announcing and identify- 
ing itsell. M.milolds ol xxhich the orirtinals liaxe- not yet 
af^pearecl rexeal xxork unimished or delaxed. You haxe 
here a hint at the h.isis ol the sxstem ol stock tiMcin^ hy 
xxhich the o[)erations ol tlie jilant may he kept u[) to 
schedule. 

It will he noticed, piohahly, that the cxele of manufactur- 
ing begins and ends in tlie stores department. Before the 
operations can begin, material must he- secured from the stores 
department h}' authori/ed reejuisition. When the process 
is complete, the linished goods are delixered to the scores 
department again for shipment or dehxery. Indeed, mate- 
rial is supposed to he alxvaxs in the custody ol the stores 
department — i*-' supposed to l)e and olten is actually returned 
to the stores dejuirtment after each successive step or opera- 
tion in the entire process ol rnanuiacture. It is, tlierefore, 
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frequent and very good practice to proceed upon the theory 
that the stores department is the responsible agency for see- 
ing that a stock of both finished product and raw material 
is always maintained sufficient to meet the expected demands; 
that all shipping ortlers are issued to the stores department 
and not to the manufacturing department; and that what- 
ever manufacturing orders are necessary for the maintenance 
of the warehouse stock of finished product, shall be issued 
)y the storeskeeper. l^ven in the case of special machinery 
he same routine can be observed, except that in that case 
he finished product of course will not be stock and will have 
() be manufactured in accordance with the special designs 
ifter the shipping order has been received. A very impor- 
ant function of the stores department, therefore, is to insure 
igainst delays or interruptions either to manufacture or to 
ihipment which would occur if items in the stock of either 
*aw or finished goods were allowed to run out, and at the 
ame time to avoid tying up an unnecessary amount of capi- 
al in wasteful idleness by keeping too large a stock either 
of raw materials or of finished product on hand. The 
actual procurement of raw materials is generally handled by 
a sub-department called the purchasing department, which is 
responsible for quality, prices, and arrivals of the requisite 
supplies, but makes purchases only upon requisition from the 
stores dcqnirtment, so far at least as materials are concerned. 
In many cases machinery, tools, fuel or equipment not clas- 
sified as raw material for manufacturing purposes and not 
kept in the storekeeper’s stock, are purchased directly upon 
requisition from departments by which they arc used. 

Tile last great intlustrial function recognized by a sepa- 
rate department is selling. In several senses it dominates 
the whole. Things are not usually made unless they can 
be sold. In cases of special manufacturing, such as ma- 
chinery made to ordef from individual plans, the manufac- 
turing plant produces what the sales department specifies. 



FORMS OF INDUSTRIAL OWNRRSIIIP 


75 


In the case of standard stock manufacturing;, like watches 
or sewing machines, it turns out an article for which the 
sales department can lind a demand. On the other hand, 
the operations of the sales department will not result in 
profits unless they arc carried on with a correct knowledge 
of manufacturing department costs, of the limits of the manu- 
facturing department’s ability or capacity, and so on. d’here 
must be cIos(!i co-operation and co-ortlination. The engi- 
neering department is to a considerable extent the co-ordinat- 
ing center between manufactures and sales. Hut being a 
little nearer to the latter, it is usually found forming a sub- 
division or part of the selling departtnent. 

Certain very able critics have urged forcibly that modern 
tendencies, especially American tendencies, are toward over- 
magnification of the salesman and bis functions, and under- 
appreciation of the engineer and his capabilities. It is a 
natural frailty, whether hurtian or commercial, d'he sales- 
man is the man who brings the money in. d'he engineer 
usually directs its outgo, d'he man who visibly or ap- 
parently stands nearest to income and profits has the first 
consideration. But it is a serious fact that in a large way we 
have nationally devoted too much thought to obtaining and 
raising prices — a salesman’s function — and too little to 
lowering the costs of production — an engineer’s function. 
Attention to lowering production costs by cultivating liigher 
efficiency, by eliminating wastes of material, of labor, of 
power, or of any other Industrial element, is now at a phase 
of rapid Increase. It is here that the greatest opportunity 
lies for the industrial engineer and the works manager. 
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L EAVINCi now the general principles of irulustrial or- 
ganization and the institutions and agencies by which 
industrial operations are carried on, we may \ lew the prob- 
lems of manufacturing as they present themselves to the 
works manager and study the several elements of these prob- 
lems from his characteristic point of view. In [)racticc, the 
processes of manufacture fall naturally into four great di- 
visions: — hirst, gathering materials of \'arious sorts neces- 
sary to the product we plan to turn out; second, operating 
upon these materials in some way so as to change their form, 
condition, combination, location, or bulk; third, distributing 
again among buyers that which we have previously gatheretl 
and manufacturetl ; fourth, overseeing, safeguarding and 
promoting the whole cycle, d'o put it more brielly, the 
steps are: procuring raw materials, making them into tlnishetl 
product, selling our goods, managing the business. 'I'o re- 
duce it to four words, the functions are purchase, produc- 
tion, selling, administration. All are necessary to th? con- 
duct of a manufacturing business, but to the manufacturer’s 
mind some elements in the scheme, such as outlay for 
material and direct labor, seem to be visibly embodied in the 
finished product, and these he calls “productive”; others, 
like the outlay for administration, are only indirectly itjenti- 
fied with the finished product, and are classed by him as 
“ non-productive.” d herefore, as the manufacturer always 
thinks in terms of cost, every proposition in production ap- 
pears in his mind as consisting of three terms — labor, 
materials, and expense. 

7Q 
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I>ct US cxaniine this position again in more detail and 
from a slightly different angle o{ vision. All business is 
carried on tor the sake of making money. In the simplest 
conceivable kind of accounting, we woultl put down on one 
side of the account or in one j)lace a list of everything ^\e 
spend in the course of carrying on our business, and on the 
other side of the account or in another place we would put 
down a list of everything we rcceixe. The difference be- 
tween the sums of these two lists would he our profit. 

Now if our business is manuf.icturing, we shall always 
find, if we examine the items on the debit side — that is, the 
list of expenditures — that these items fall naturally into 
thiee great groups corresponding to three distinct sorts of 
thing for which our money has been expended. One of 
these groups will conttiin all the expenditures lor the ma- 
terieds we use in our manufacturing — iron, steel, hixtss, 
wood, cloth, whatecer it may he. d'he second of the three 
great groups into which we c\m divide our expeiulitures will 
contain all the outlay lor labor — the money that we luive 
paid to men for working and making up these materials 
into our manulactured product; and the third ol the great 
groups w'ill contain a list ol expenditures lor things that do 
not go into our product as labor and materials do, hut yet 
arc accessary to carry oii the business. Such items are 
advertising, selling, oflicc salaries, insur.ince and repairs and 
so on. J'his third great grou[i ol exjK'iuliture, then — this 
group of items of outlay lor things that are necess.iry to 
carrying on the business and yet do not go directly into 
the product — this is called expense. 

Ip one sense there is not an absolutely hard and fast 
line between these three classes ol expenditure. In one 
sense expense overlaps, so to speak, both material and 
labor, bor example, in a foundry, nu)ulding santl is 
physically speaking “ material.” In a brick yard, lumber 
for runways is in the same sense a “ material.’' But in 
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neither case does it i^o into our proiluct. It is not sohl 
with our {W(jduet. We can not liiul or weigh or measuie 
a Iraginent of it in each piece of our [)roJue(. It is used 
u[) aiul tlisappears, hut the cost belongs to the business as 
a whole. 

So men cai'iwing messages about a laetoi-y, or carting 
sha\mgs from a planing mill, are humanly speaking "la- 
borers” — lalior. Hut again the\’ ari* doing woik that e.in 
not be directly charged to any partuular iob -it is part 
of the necess.uw gcau'ral cost of the ^\ork as a whole. 

bVom the .iccountmg point of \iew, then, the deciding 
(juestion is — iloes the imueiial or the laboi go directly into 
product; can we ti.ue it there and s.i\ delmitel\ "so much 
materia] and so mueh labor make up this article*” or 
does it merely ser\e in some gener.d \\a\ the making of 
all or many of the ;irticles we .n e turning out If the 
l.atter, then it is an expense item, to the accountant, e\en 
though in a dietionarv' sense it might seem to be material or 
labor. 

Some accountants rccognl/e this sort of double character 
of certain items by calling them "expense mateiuil” and 
"expense labor.” It is moie common, howecer, to speak 
of the three di\isions of cost .is direct m.iteri.d (or simply 
material) direct or productive labor, and "expense” in- 
cluding in the latter term all indirect material and Tabor. 

Wdiether the manu f .u turer’s motley is expended for ma- 
terials, for l.dior, or for expense items, he has one great 
general object, and that is that it sh.dl be expended wisely, 
economicallv , and elfieiently. I5ut when wc get beyond this 
first {Principal |)urpose and care, which is always in a manu- 
facturer’s mind, we can readily see that the things to be 
considered sccotid are of different and characteristic natures 
in the case of materials and of labor and of expense. 

The points in which the manufacturer is especially inter- 
ested, so far as concerns materials, are to make sure that 
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they are provided and maintained in sufficient quantity for 
the operations of manufacture to go on without interruption, 
that receipts are verifier!, materials on hand properly stored 
and cared for, and materials in manufacture moved safely 
and in an orderly way from process to process until the 
manufactured product is complete. 

In the case of labor the manufacturer’s leading care and 
anxiety is to secure enough workers of desirable quality, 
to keep them contented, to increase their productivity, and 
to keep track of their time. 

The fundamental problem of expense is distribution. 
dTat is, if our business is to be intelligently and success- 
fully carried on, after we have accounted for the money that 
we have paid for materials and found out how much of it 
has gone into each unit wc have manufactured, and after 
we have paid for our labor and accounted for the time and 
wages spent upon each unit of our product, we must be able 
to take the rest of our expenditures — the confused total bulk 
of general expense, which is neither direct labor nor direct 
material and to divide it up into a multitude of little frac- 
tions, each corresponding to one unit of our product, and 
we must make this division and “ levy this assessment ” so 
that wc can say confidently that we have charged each unit 
with its fair, reasonable, and just proportion; that we have 
assessed to each unit of product the actual cost of the ma- 
terial that went into it and the labor that was put upon it, 
and its proper share of the general expense of carrying on 
the business. If we do this correctly we are sure that 
when we have added to these costs a proper percentage of 
profit, we will make money if we can find a market for 
our goods. 

The importance of being right about it is this: If we 
make a mistake in the distribution and charge some one 
line of our product with more expense burden than it ought 
to bear, a clever competitor who knows his costs better 
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than we know ours, will make a lower price which still 
leaves him a safe margin and he will undersell us and 
take away our market. If we charge some one line of our 
product with less expense burden than it ought to bear, 
we shall probably get the business in that line away from 
our wiser competitors who are asking correct prices, but 
the more we sell the more money we shall lose. 

In other words, the reason that makes it necessary to 
have a correct knowledge of our costs is competition. And 
in the correct knowledge of costs, the most difficult and 
at the same time the most necessary thing is the correct 
distribution of expense. Mr. A. Hamilton Church, who 
is one of the leading authorities on the distribution of ex- 
pense burden, says: “ Very few concerns have come to grief 
by ignoring labor costs ” (or he might add material costs), 
“ but many have passed into the hands of receivers by 
ignoring the relative Importance of other factors of pro- 
duction.” 

Selling Price- ■ 

: 1000 I 

f -—Inclusive or Total Cost' H | 

: .1500 I ; 

h Shop Cost I I 

i 1-100 ; I i 
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$100 

$100 

$100 
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We may represent by this simple diagram the several frac- 
tions making up total costs, and the several parts of which 
the final selling price of an article Is made up. The relative 
proportions of material and labor, factory expense, selling 
expense, and profi^: vary widely in different cases. 7'he pro- 
portions used in the diagram are wholly arbitrary, but are 
not improbable. 
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The figure serv’es to show the significance of the terms 
commonly used in cost accounting, and to emphasize the 
division of expense into two parts, the first called “ factory,” 
” shop,” or ” manufacturing ” expense, and the second 
called “ general,” ” commercial,” or ” selling ” expense. 
This division is commonly in use and is logical. There is 
no necessary connection between the expense attending the 
making of an article and the expense of selling it. I'hey 
may he relatively very different, d'herc is hence no reason 
why these two expense elements should he distributed at 
the same time or in the same ratio, and Indeed there are 
many reasons wliy they shouUl not. 

The discussion following will leave until last the rational 
mode of apportioning general expense among the varied 
products of any establislmient, and will take up first and 
at greatest length the distribution of factory expense. 

Now if our product is simple and all of one kind, the 
tleterminatlon will be easy enough. It is when product is 
tli versified that accurate cost accounting becomes difficult 
arul at the same time becomes more Im[)ortant. Suppose, 
for example, we arc running a cotton-seed oil mill and mak- 
ing a single grade of oil. The cost per pound is very 
simply found by divitling total cxpentliturcs by the total 
number of pounds made. But suppose, further, we decide 
to branch out and work up our own product. \Vc install 
a refinery and begin to put out a fancy grade of oil for 
table use; we get up a ” lard substitute ”; we install a soap 
works and make several grades of toilet and laundry soap; 
we follow with a glycerine plant; and finally we manage 
to ^do something with several kinds of by-products. Now 
we have a number of different products, selling at very 
different prices, in different markets, and under different 
conditions of competition. There may Jbe big money in 
lard compound, while the soap market is so hard pressed 
by competition or so captured by large manufacturers who 
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lavish money on advertising that \vc can not sell soap at 
a profit. But unless we know accurately what lard com- 
pound costs us per pound, or what soap costs us [K‘r ho\, 
how can wc tell that there is a profit in one and a loss in 
the other? How can we know that we shoiiKl put all our 
raw material into lard com[)ound and culti\:ite that market, 
and that we shouUl shut down tlic soa[) lactor\ ? Knowl- 
edge of costs is the guide to success and, indeed, a necessity 
to existence in modern commercial manul acturing. 

Jn this exact determination of costs the most troiihlesoine 
factor as already stated is the element ot expense. .Matm ial 
and labor are fairly concrete, detinite and tangible things. 
We can sec them, weigh them, measure them, aiul connect 
them dircctlv with the [)roduct they assist to lorm. 1 1 we 
take any single article in the whole output ol our plant, 
whether it is a pound of cottolene, a cake of soap, a hat, 
a globe vaK'c or a dynamo, wc should be able by com- 
paratively simple records and accounts to know exactly the 
value of the material that went into it, and exactly the out- 
lay for the direct hdior that lias been expended upon it. 

But in the totaj expenditures ol any manufacturing busi- 
ness there is a very large outlay (usually a very large frac- 
tion of all the outlay) that is not lor material, and is Jiot 
for labor, and yet we must get it back from our custoipers. 
A proper proportion must be repaid to us in the jirice we 
get for each bit of firodiict we sell. If each article sohl 
docs not repay us for its just proportion of these general ex- 
penditures, as well as for its just proportion of material 
and labor, our business will be headed toward failure and 
not toward success. • 

It is these miscellaneous expenditures, not of themselves 
productive of anything and yet necessary to the production 
of things, that make up the expense account. 

Among them are rent or interest ,on the cost of land 
and buildings, insurance, repairs, salaries of general officers 
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or officials, of clerical staff and all unproductive labor, 
power, light, heat, legal expenses, advertising and selling, 
etc. I'he total is a load bearing upon the extra business, 
and each item of product must carry its share — hence 
the figure of speech, “ burden.” 

I'he distribution of expense (that is, the assessment of 
a just and proper fraction of it as a part of the cost of 
each item of our protiuct) is not only one of the most dif- 
ficult, but also one of the most controversial and most un- 
satisfactory problems of works management or shop ac- 
counting. \ his is because expense is not like the material 
and labor components of a manufactured product, which 
are absolute, concrete factors — known quantities that are 
permanent, fixed and absolute in value. The expense 
component of any single item is really an elusive variable, 
to which we give a value arbitrarily taken because it solves 
some particular case or problem. 

Let us illustrate the point again by means of a pocket- 
knife. Let us suppose the simplest possible conditions — 
that we are making nothing but one kind, size, and style of 
knife. Suppose our cost records show that the material used 
in this knife is worth 20 cents, and the labor that made it an- 
other 20 cents. Our prime or fiat cost, as it is called, is 40 
cents^. We find, perhaps, that by the most careful and cor- 
rect compilation and distribution we can make of all our fac- 
tory expense (that is, our expenditures for things other than 
material and direct labor), this knife should be burdened 
with an expense charge of 10 cents — that is, it should be 
considered to have cost 20 cents for material, 20 cents for 
labdr, and 10 cents for expense, in order to return to us 
our entire manufacturing expenditure. Let us suppose 
that of this 10 cents expense burden i cent goes to pay 
this knife’s proportion of the president’s salary, and i cent 
goes toward the general manager’s salary, and 3 cents go 
for other office salaries, and i cent goes for rent, and i 



THE NATURE OF EXPENSE 87 

cent for the coal bill, and i cent for general repairs and 
2 cents for sundries. 

Now suppose we had not made this particular individual 
knife. Our cost facts as to material and labor would prove 
their absolute truth by transposing the etjuation. We 
should actually save 20 cents for material and 20 ccfUs for 
the labor, d'hat 40 cents would remain unexpended and 
we should have it in the treasury. Wc would save 40 
cents in actual money by refraining from the manufacture 
of this particular article. But our assumctl expense fact 
goes all to pieces. We do tiot, by not making this knife, 
save I cent on the president’s salary, or i cent on the gen- 
eral manager’s salary, nor do we reduce our rent, or lessen 
our repairs, or cut down any of those other expense items 
(except possibly the coal) by the ligures we attributcal to 
the expense burden of this individual knife. What does 
happen is that all the other knives we do make have to 
bear between them just the same total expense as before, 
or a little larger expense burden each. 

But let us not leave this example without noticing an- 
other point. We ha\e remarked so far that a difference 
of even one knife more or less in our total product makes 
a corresponding actual difference in our total outlay for ma- 
terial and labor, but practically no difference in our^total 
expense account; and we have deduced froni this that a 
scheme of expense distribution that is true for a certain 
volume of output becomes untrue at any other volume of 
output, whether larger or smaller. 

It would be incorrect, however, to assume that the ex- 
pense burden as a whole does not ever v^ary, or indeed *that 
it does not vary considerably, with varying volume of busi- 
ness. The truth is that expense burden is made up of a 
large number of elements, some of which go up and down 
in general correspondence with the vplume of business and 
some of which do not. In other words, our total expense 
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is divisible into two classes — constant and variable. The 
former division (constant expense) includes all expense 
items necessary, so to speak, to the mere existence of the 
business, while the latter division (variable expense) includes 
all items connected with the nethity of the business. 

h'or example: In the constant-expense section we should 
include rent, or its equivalent in interest, insurance and 
taxes, if we own our real estate and buildings, d'his clearly 
remains uniform or unchanged, whether the factory be 
busy or idle. Another such item is the salaries of general 
officers; they draw their pay the same in good times or in 
bad. It is true that on a very great expansion of business 
we might have to ac(|uire more ground and put up more 
buildings, or rent more space, or enlarge our organization 
and add more salaried officers. Or in very dull tiities we 
might give up some of the property we have been renting 
and we migfit cut down official salaries; and so these so- 
called constant expenses may change. But if they change 
it is by occasional large steps of this kind, d'hey remain 
level for long periods, and there is a minimum below which 
they can never go if the business is to continue to exist at 
all. 

On the other hand, expenses like advertising, selling, 
corrcjspondence, clerical assistance, drafting, power, trans- 
portation, foremen, yard labor — all these go up and 
down on curves corresponding closely and quite sensitively 
to the amount of business we are doing, and many of them 
can be completely cut off if the plant is wholly shut down. 

So the second great point to keep in mind is that while 
the •ratio of expense to productive labor and materials (or 
in other words, the proportion of our total cost chargeable 
to expense) is variable and is constantly varying in a way 
that from an accounting point of view is \»ery troublesome, 
this variation is cau^sed by the fact that a certain very 
large part of our expense account is constant, or nearly so, 
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however our total volume of business may \ ary. It sounds 
like a paradox, hut the proportion of expense varies be- 
cause the total of expense does not. This lixed necessary 
outlay stands little chan^eti Irom month to month, while 
the gross income against which this is balanced lluctuates 
now up and now down. 

The result is that as business becomes more active the 
expense ratio drops even though the ex[)ense total may 
rise, while as business shrinks the exj)ense nitio rises even 
though the expense total may fall. I'his is the reason why 
in dull times di\idends on industrial and railway s stocks are 
so frequently rediicetl or passed. Business may he (say) 
50 per cent of normal; purchases are cut down, hours are 
shortened, employees are dischargeti, trains are laiil oft, 
purchases of material are suspended, actual operations and 
expenditures for actual protluction are cut down to one- 
half — hut profits do not remain at half the normal. 'They 
vanish entirely and a deficit appears instead because the ir- 
reducible constant expense eats all and more than the gross 
profits earned by the 50 j)er cent acti\ity. 

To come back now to our imaginary knife factory; we see 
that while we may be certain enough what our whole ex- 
pense account amounts to, the assunqition that the imli- 
vidual expense burden chargeable to each individual knife 
is 10 cents is an assumption only. It is a coiuenienf ap- 
proximation to truth which holds good under average con- 
ditions, but begins to depart from truth as soon as and as fast 
as conditions depart from average. I hat is the first diffi- 
culty in distributing expense burden. 

But suppose, further, we are making not only popket 
knives, but also carving knives and safety razors. Wc can 
tell exactly how much material and how much direct labor 
each pocket knife, and each carving knife and each safety 
razor takes. We can tell exactly how much our total ex- 
pense is. But how shall wc tell just how much of this 
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total expense is occasioned by the manufacture of a carving 
knife, of a safety razor, or of a pocket knife, or whether 
there is more general expense occasioned by the manufac- 
ture of one of these articles than by another? Does forg- 
ing a carving blade consume more power and use more coal 
than forging a pocket-knife blade, or does timekeeping and 
clerical labor run higher in the safety-razor shop than it does 
in the pocket-knife department? Should, therefore, each 
carving knife or each safety razor (for these and other 
similar reasons) bear a larger burden of expense than each 
pocket knife? If so, how much? 

May be the carving-knife account does not show satis- 
factory profits, and wc think of giving up that branch of 
the business. But are the apparent profits small because 
we arc charging it with more than its true share of ex- 
pense, and thus relieving the pocket knives and the safety 
razors of some of the burden they ought to bear? If we 
drop the manufacture of carving knives, will our expense 
account drop by the amount of burden we have been charging 
up to the carving-knife department, or shall we still find the 
same old expense totals bearing now wholly on pocket 
knives and safety razors and shall we be worse off rather than 
better? Would it be sound policy, instead of abandoning 
any line, to add still another that would bring a reasonable 
profit over the flat cost of materials and labor, in the ex- 
pectation that in fact no increase of expense would be oc- 
casioned, and we should be just that much ahead on our 
total profit and loss account? 

Here we see the second difficulty in the expense distri- 
bution, which is to apportion the total properly among 
the several or many lines of product in a varied manu- 
facturing business, so that the calculated costs of each (on 
which we base our selling prices) may be a^s near as possible 
to truth. Then whatever line may expand or contract we 
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shall be safe from disastrous disappointment in the total 
of our profits. 

In order to see more clearly how the proportion of ex- 
pense justly chargeable to various lines of proilucts may vary 
— that is, how various components of expense are created 
in unequal proportion by various classes of manufactured 
goods, and hence should be borne with corresponding in- 
equality by these various classes — and to see also some of 
the considerations affecting the distribution of expense, let us 
imagine that we are making a hasty tour through a machine- 
shop and let us sec in part how and where the burden is 
created. We will assume that the sho}) makes its own 
castings and we will begin with the fouruiry. Ilie material 
(pig iron) and the labor of molders, helpers, core-makers, 
etc., on each and every job and piece, can be pretty closely 
recorded, so that our material and direct-labor costs are 
reasonably exact. But here are some men who are not en- 
gaged in making any special casting into which their work 
goes and to which it can be charged; they are wheeling sand, 
shaking out flasks, charging the cupola. I lere is coke go- 
ing into the cupola to be burned, and power being used for 
the cupola hoist and for furnishing the blast. Without 
searching any further, we find already an aggregated out- 
lay — an expense burden — which we can not attach to any 
one piece of material or to any one job, but which we must 
distribute somehow among all the jobs done that day or 
on that melt. 

We see however, further, that there is another cupola 
on which men are busy making repairs. Evidently there 
is an outlay for refractory linings, labor, and incidentals, 
which must somehow be loaded on to the foundry product 
and repaid by its sale. We must keep our cupola in re- 
pair; it costs money to repair it, and we must manage to 
get our money back. But this expense was incurred through 
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wear and tear attending the melting of iron for all the 
castings made in a week or a month, perhaps. Our total 
of this repair hill, then, must he distributed over the jobs 
of that whole period if each is to bear its fair burden. 

We see, further, that other men are at work removing 
dust from the rafters, repairing the roof, ami white-wash- 
ing or painting the whole foundry building. I'hey are 
remedying the deterioration or decay of possibly a year. 
Again, money spent in general expenses, to be recovered 
in the sale of product. 1 lere is another item of burden to 
be spread over a still wider section of our output. 

Here, in all these cases, we have burden limited in dis- 
tribution according to tivie. 

We pass to the machine-shop, and we see a large overhead 
crane transporting a heavy engine bed to the planer. I'he 
crane itself re[)resents invested ca[)ital which is tlisappearing 
constantly year by year as the machine in which it is in- 
vested wears out. b'urthermore, it costs money to run that 
crane — money for interest on the investment required for 
its installation, for power to run the crane, for the man who 
operates it. Some of this cost accumulates night pnd day, 
whether the crane is running or is idle; some accrues only 
when it is in operation. But it accrues, and we must charge 
it against our product somehow and get it returned to us 
with profit. l\vidently, though, it would be unfair to levy 
any of it against our lighter lines of manufacture, which do 
not need crane service and never use it. On the other 
hand, here is a little industrial railway used for moving 
light and medium-weight pieces around the shop. I'his is 
an expense item of similar sort, but here the burden is not 
chargeable against heavy product. 

Here we have burden limited in distribution by zveight or 
character of product, • 

We enter the lathe department and find a foreman in 
charge. His wages are paid him every week and enter 
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into the total of our manufacturing costs, hut they do not 
appear on the joh tickets for any of the indi\ idual items 
of work hamlled on the lathes. 1 Iis usages, also, then, 
must he taken care of in the nianulacturlng-e\[iense burden; 
hut they are incurrecl in connection only with tlie lathe 
work, and in justice no traction ot them should be att.iched 
to any of our manutactured product which has not had lathe 
w'ork done upon it. 

Here we ha\’e burden limited in di'^trlbiition by the ihai- 
(Htcr of operation. 

As WT j)ass through the shops, w’c notice here and there 
a timekeeper at work, securing ilata as to the times when 
jobs had been begun or finished, ami here as we approach 
the offices is a room where se\'eral clerks are entering the 
tittle records and computing premiums or bonuses. Evi- 
dently this is a necessary auxiliary to our producti\'e system, 
although it is itself un[)roducti\'e. I he cost of the employ- 
ment of these clerks and of attendant expenses must go into 
our burden; w'hat particular fraction of it is theoretically 
attached to any particular machine W'e manufacture and 
sell, obviously sKoold depend upon the comidexity of that 
machine — the number of parts, and hence of operations 
and times, which had to be recorded, and the demands its 
computations and calculations make ujion the time and 
services of the time clerks. Here we ha\e burden varying 
according to the complexity of the prodiiit. Next, if we 
look into the sales office (as wx* should do) we shall see 
a probably large and expensive force of men, with the aid 
of considerable outlay for office assistants, ad\ertising, and 
publicity work. 1 he total of this expense — of this •com- 
mercial burden — must be taken care of, and if we look 
into it we shall probably find that the necessity for these 
expenses varies very widely between different lines of our 
manufacture. Standard product disposed of through 
dealers probably almost sells itself. Special business, or 
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new business for which the market must be created, prob- 
ably costs a great deal to work up. Here we have burden 
varying according to covunercial conditions. 

It will be apparent from the view we have had so far 
that no absolute, mathematically correct and invariably 
true distribution of expense can be matle. We must ac- 
cept some reasonably fair distribution that will serve within 
allowable limits of error under ordinary lluctuations in busi- 
ness, and we must give separate and careful attention to 
extraordinary conditions that may make our methods and 
figures, temporarily at least, inaccurate, d'he methods 
generally used are more or less rough-and-ready approxima- 
tions, convenient to use, sometimes as misleading as they 
arc convenient, but often quite good enough for practical 
purposes, especially as the experienced industrial manager 
has a sort of sixth sense, or specially trained common-sense, 
by which he corrects the occasional false readings of his 
cost system. 

d'hese methods will be outlined in the following chapter.^ 

very tlioroiiKli diseu''si<)ii of this Miiiject will he foiiiul in “The 
Distrihution of Expense Burden,” by A. Hamilton Chnieli; The /:/n;;)n e; - 
itiij Mogazinc. 
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DISTRIIU'TIOX OF !• XFIOVSI- 

0 \E urulcrl)In^ idea appears in all the methods ot ex- 
pense distribution or a|)portionment that arc com- 
monly employed. It is this: J*\pense, as has been re- 
peatedly pointed out, does not naturally connect itself 
with indivitlual jobs or individual units of [)roduct. It 
gathers like one general cloud over the whole business, hut 
not in distinct wreaths around each transaction. Material 
anti direct labor, however, do, from the beginning, identify 
themseh’cs with indi\itlual operations or indixidiial units 
of product. It oil Ciin almost see each job, as it goes through, 
attach to itself successiv’c items of material and of work. 
You can see each man and each machine putting material 
and \vork together, in visible and measurable (juantities, 
until each piece of product is completed. Now, the untler- 
lying idea of all methods of expense distribution or appor- 
tionment is to use some one or more of these visible, tangible, 
measurable elements as a gauge, and to pro-rate the ex- 
pense allotment by it. 1'hat is, they burden each j6b or 
each unit of product in proportion to the material that 
goes into it, or the wages paid for it, or the time spent 
working on it, or the use it makes of the machines and 
other facilities in the factory. 'I'his gives us live cardinal 
methods of expense distribution: By material, by percentage 
on wages, by man hours, by machine rates, and by produc- 
tion factors. We will take up their operation and their 
characteristics successively. 

Distribution of expense by material is a method of 
limited applicability. Its usefulness is confined to com- 
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parativcly simple industries such as metallurgical or 
structural-material works, where the product is nearly or 
quite uniform. In a brick yard, or a blast-furnace plant, 
or a gas works or perhaps in a pipe foundry or other 
establishments of like character, it may w’ork as well as 
any other plan, simply because there is no need of distribu- 
tion, properly speaking, but only of equal sub-division. 
Indeed, if the product of a j)lant is absolutely homogeneous 

— all just alike — it makes no difference whether you ap- 
portion expense by count or weight or measure or Hat cost 

— you can not get wrong as between one unit and another. 
An expense rate per ton or per thousand is quite sufficient 
for purposes of estimating or for comparison between one 
period and another. But when the product is not all alike, 
the introduction of material into expense-distribution calcula- 
tions only confuses and distorts results. In the remaining 
methods, therefore, we shall hear no more of material or 
value of material. 

I'he pcTcentagc-on-wages method of apportioning factory 
expense is probably tbe most generally used. As a start- 
ing point in this method, we take the total for a given time 
(say a month or a year) first of the wages of the productive 
labor during that period, and second of the factory expense 
during the same period, and we fintl what is the percentage 
relation of the expense to these wages paid to productive 
labor. Suppose we find that the total factory expense is 
6o per cent of the direct labor payroll; then we load every 
job done during the*^riod with 6o cents additional for 
each dollar of direct wages that is expended upon it. If 
we find, for instance, that a certain small steam pump is 
shown by the job ticket to have cost $50 for material and 
$100 for labor, we add 60 per cent of $100, or another 
$60, for the factory burden, and obtain as the shop cost of 
the product $50 plus $100 plus $60 equals $210. 

If our output is all substantially of the one general class, 
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and if the various machines, tools, or pieces of apparatus 
in our manufacturing plant are not very different one from 
another as to expense of operation, and if our wages are 
fairly uniform as between one operative and another, the 
results obtained by this method will be quite accurate. But 
if we have a great difference in equipment, having some 
very smrJl machines taking little room and power, and 
cheaply operated, and some very large machines taking up 
a great deal of room and power, and involving large ex- 
pense for operation and wages; if we have passing through 
the shop some very heavy work and some very small and 
light work; if some of our labor is highly paid and some is 
very cheap — this method may lead to very Inaccurate re- 
sults. A job of fitting, taking 50 cents worth of a man’s 
time on a little bench lathe, tucked away in an otherwise 
useless corner, would be burdened just the same as a job 
taking 50 cents worth of a man’s time on a huge costly 
boring mill, occupying the whole end of a building; for the 
percentage-on-wages method recognizes only the one visible 
factor of money paid for human labor and ignores differences 
in the extent to which different items of product make use 
of mechanical equipment. As a large proportion of the 
expense burden arises from the cost of installing and re- 
pairing machinery, and moving product to and from the 
machines, we can not arrive at true results by a method of 
averaging that allows no weight to this particular factor. 

The third method is the man-hour plan. It varies from 
the preceding system in that the distribution is made pro- 
portionate to the time worked on each job instead of to the 
money paid for that time. At the first glance this might 
seem like the same thing, but on further consideration it 
will become evident that there are important differences. 
For example, supoose we take a job away from a $3-a-day 
man, and give it experimentally to a good clever $1.50-3- 
day helper who completes it in the saVne number of hours 
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that his predecessor did. Under the man-hour plan it will 
still carry the same expense burden as it did before, be- 
cause it takes the same time. This is a correct result, for 
the mere change of operative has not changed in any way 
the demand which the work makes upon the general organi- 
zation and facilities of the plant; has not changed in any 
way the amount of expense it creates, and hence should not 
change the expense apportioned to it. But under the per- 
centage-on-wages plan, as we saw a few moments ago, the 
expense burden distributed to this job would have been 
cut in half by the mere fact that the man who did it was a 
$1.50 man instead of a $3 man. Suppose, on the other hand, 
the $ 1.50 man proves clumsy and inexpert, and takes twice as 
long as the $3 man did to finish the job. Under the nian-"^ 
hour plan the job would be burdened twice as heavily for 
expense — as it ought to be, since it has been twice as long 
occupying floor space, occupying space on the machines, tak- 
ing the attention of foreman and timekeepers to look after 
the bungling job. Under the percentage-on-wages method, 
as we saw, this slow job, done by the cheap man, clogging 
up the shop and delaying the progress of other work, would 
be charged with just the same expense burden as the job 
done in half the time by the competent man, because the 
total wages were the same in both cases. 

Ifi some particulars, therefore, the man-hour plan is more 
correct than the percentage-on-wages plan, but when we 
look a little further we find that, like the percentage-on- 
wages plan, it takes no cognizance of the machine clement. 
All jobs taking two hours are burdened the same, whether 
the two hours’ time is on a valve-seat grinder or on the 
largest engine-bed planer in the shop. 

The machine-hour method of expense distribution makes 
a much closer approach to accuracy than either of those so 
far described, because it recognizes the fact that in modern 
manufacturing the pi‘oducing unit is not a single individual. 
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but a complex combination of the machine or piece of ap- 
paratus, the man or men tending this iiiachine, the equipment 
surrounding the machine, and the suitably prepared space 
necessary for the installation and operation of the machine. 
In further explanation of this methotl of expense distribu- 
tion the term “ machine ” is useil in a general sense, with 
the understanding that it includes an\ thing from a soaj) 
kettle to a jeweler’s lathe. 

In the administration of the machine-hour method ot 
apportioning factory expense, the prelimin.iry step is to de- 
termine on an hourly basis the cost of running each machine 
in the works. Ibis cost includes the charge tor rental, 
lighting and heating of the space the machine occu[)ies, and 
^the surrounding space necessary for its operation; interest 
on the cost of the rtiachine and allowance lor repairs and 
depreciation; cost of power to run the machiiu-; cost ot 
services, such as cranage and tr.msportation of \arious 
kinds to feed or to remo\e materials; cost ot indirect labor 
attendant upon the machine; any incitlental or special ex- 
penses; and a just proportion of the general burden of 
administration, superintendence, non-producti\'e factory 
labor, etc. 

Having obtained the totals of these various charges for 
a month or a year, they are di\ idcd by the number of hours 
during that time the machine can be ex[)ected to run, •this 
figure being reached by a careful study of past experience, 
and if necessary corrected by later actual observation, d'hc 
quotient is the hourly rate of that machine. I'ivery job 
coming to the machine is then assessed with this charge for 
the number of hours or fraction of an hour it spends^ on 
the machine. 

Evidently, if each machine in the plant is thus rated, 
and each job coming to each machine is thus assessed with 
its individual expense burden, and if all the machines are 
in operation during the normal and ‘expected portion of 
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the time, the whole expense burden would be distributed in 
close accordance with the use each job has made of the 
facilities of the shop. This seems as fair a basis as could 
be found, d he trouble begins when the activity of the 
plant differs largely from normal. The machine rates then 
distribute too much or not enough to cover the actual ex- 
pense, according as the plant is running overfull or is partly 
idle, d'his, however, is the unavoidable difficulty caused 
by the inherent nature of expense, as pointed out at the 
beginning of this study. When too much expense is thus 
charged against the jobs of an active period It may be al- 
lowed to go as a reserve to be drawn upon in a sub-normal 
period, or it may be credited back to the operations of that 
period pro rata. When too little is charged, the undis- 
tributed expense remains to be apportioned by what Mr. 
Church calls a “ supplementary rate,” either on an hourly 
basis or in the same proportion as the original machine rate.’ 

d'herc is another perplexity in the use of machine rates 
which need not be discussed at length here, but should be 
noted in passing because of the active discussion it excites 
amongst accountants. Suppose a small job, which comes 
along when its regular machines arc all full, is done for 
convenience’s sake on a heavy and expensive machine that 
might perhaps otherwise have stood idle; this normally In- 
cxp^slve little job is charged under these peculiar circum- 
stances with the high machine-hour rate, corresponding to 
the expensive machine on which it was accidentally done. 
The result is that Its cost appears abnormally high. If used 
as an estimate for further transactions this cost would lead 
to distorted results. Yet if it is not used, the rigid account- 
ant says, we are doctoring our records and taking costs not 
as they were, but as we thought they ought to have been. 

This is what is known as the problem ^of the penalized 
job. It is somewhat academic, and we will not go into 
■‘“The Distribution of Expense Burden." 
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it further than to point out that if the case arises very often 
in the practice of an\ plant, it suj^i^csts soim: inefficiency in 
the balance of the equipment which may be remedieJ by 
proper changes. 

i^Apense distribution b\ production factors is an extension 
or development of the machine-rate method influenced by a 
new w’ay of looking at the whole process of [n*oduction. d he 
central Itlea of it, as de\elo[)ed b\ its s[>ons()r, Mr. A. Ham- 
ilton Church,' is that manufacturing is carried on by a com- 
bination of what this authority calls “services,” of which 
labor is but one. ( )n account of its vitality ami visibility, 
labor (in Mr. Church’s view) has been given undue promi- 
nence ami placetl by itself as if it were the only direct factor 
and standard by which ev’erything else is measuied, while 
the v’arious other services h.ive been dumped into the ex- 
pense account which is afterwards redistrihuted by some 
method of approximation or average or percentage on labor, 
as we have just seen. 

Mr. Church’s production-factor method pro[)oses to re- 
store these various services to separate Imliv Idual recognition. 
In place of the heterogeneous general expense account, he 
w'ould keep separate accounts with every identifiable factor 
of service other than labor, and then he would aj)portion 
these separate factor accounts separately, each by a loi^ical 
method representing its actual relation to the various lines 
of manufacture carried on. 1 he principal of these services 
or production factors other than labor arc Land ami Build- 
ings, Lighting Heating and \ entilation. Power, Stores anti 
Transport, Organization, Management and Supervision. 
These are distributed by various methods of apportionment, 
Mr. Church’s test question being always: “How would a 
manufacturer pay for this service if (as might be the case 
with light or power or land and buildings) he purchased or 

^ “ Production Factors in Cost Accounting anfl Works Manajicment/’ by 
A. Plannlton Church; The UtKjiueiring Mnqaziue 
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hired it from an outside source instead of mingling the supply 
of it with his own characteristic function as mere man- 
ufacturer.'^ ” Thus, the expense attendant on the provi- 
sion of land and buildings, or of light, heating and ventila- 
tion, is distrihuted on the basis of square feet or square 
yards of floor s[)ace, or, to use Mr. Church’s term, on “ ca- 
pacity-area ” ; power is distributed by horse-power years or 
horse-power hours; stores and trans{)ort are assessed depart- 
mental ly, with consideration of the weight, bulk, activity of 
movement, and other matters affecting the actual cost of 
storage and iiiovement of materials, d'hese separately dis- 
tributed rates are then combined into hourly rates applying 
to various so-called “ production centers,” a production cen- 
ter being a machine, a group of machines, an individual 
work bench, an area of floor space, or any distinct element 
in the process of manufacture; these hourly production-cen- 
ter rates are tfien imposed on individual jobs, as these jobs 
in their progress emjdoy the time of the different produc- 
tion centers. 

The system evidently demands elaborate preliminary 
study, but when the protluction-center rates have once been 
determined the application thereafter would be no more in- 
tricate tlum that of the machine-hour rate, which is in prac- 
tical aiul highly satisfactory use. So far as I know, the 
complete production-factor method of expense distribution is 
not yet in ser\'icc anywhere. It would produce, as Mr. 
Church points out, one highly \’aluable result — that intel- 
ligent comparison of costs in different establishments could 
be made and the quantitati\e effect of, say, expensive power 
in bne locality, high rent in another, over-elaborate organi- 
zation in the third, and so on, would become instructively 
apparent. At present it is rarely possible to contrast costs 
in different establishments with any effective practical re- 
sult, or at least with jiny clear discovery as to why they vary. 
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or just what points arc more cHicicnt in one than in the 
other. 

Of all the expense-clistrihution systems (Hitlinctl, the ma- 
chine rate probably best combines practical workability aiul 
a reasonable iV[:)proach to mathematical correctness. It is 
not as scientific as the production- factor method, l)ut it is 
much more within the comprehension of many industrial man- 
agers and within the powers ot the a\crage iiulustrial ac- 
counting stafi. When it is used the machines are often 
grouped into classes and class rates are determined instead 
of individual rates for each aiul every machine. Probably 
only progressive managers will go even as far as this; but 
this far they will go, and have gone, and the method is in 
every-day use and has been in use for years in some im- 
portant establishrticnts. Most plants, however, will still re- 
fuse to consider anything but the j)ercentagc-on-vv’ages or the 
man-hour plans, luther of these can be made fairly correct 
for ordinary pur[)oses, even with diversified product, if this 
product is classified into homogeneous groups, and an ap- 
propriate percentage apportioned to each group, corre- 
sponding generally to its relative expense-creating charac- 
teristics. 

So much for factory burden. 

The treatment of the general expense presents substan- 
tially the same sort of problem as the distribution of fac- 
tory expense, but the elements composing it are not as many 
nor as complex, and hence the [)rocess is not as intricate. 
I'he principal components of general expense are corre- 
spondence, advertising and other forms of jiuhlicity, sell- 
ing, collecting, accounting, and office administration. ^ 1 he 
principal danger against which accountants generally have 
to be warned is that of assuming that the scale used in dis- 
tributing factory expense may be used also for general ex- 
pense. There is no necessary relation whatever between 
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them ; that is, there is no necessary correspondence be- 
tween the proportionate expense of making an article and 
of selling it. A sufficiently satisfactory method of dis- 
tributing general expense is what might be termed an ap- 
portionment by inspection: I'hat is, we take our principal 
classes of product which in one line of business might be 
bank vaults, safes, and steel furniture, or in another line of 
business might be chain blocks, locks, and architectural iron 
work. We next take our principal general-expense ac- 
counts, which may be correspondence, catalogues, general 
advertising, salesmen’s salaries or commissions, and travel- 
ing expenses. We decide from the general characteristics 
and circumstances what proportion of each of these accounts 
is fairly chargeable to each line of product. And finally we 
reduce the resultant totals to a percentage basis. This is not 
a scientific mode of solution. No mode of scientific solu- 
tion is possible. The element of judgment enters largely 
into our analysis and distribution of the various accounts — 
but, as Mr. Church says, “ there is a great difference between 
judgment and mere guesswork,” and by taking the various 
items of expense in detail we arrive at a result immensely 
more valuable than any that could be reached by guessing at 
the whole lump of expense. 

The expense accounts we have been discussing, although 
they •appeared to be indirectly connected with individual 
units of product, nevertheless have been actual accounts, 
sums of money positively and visibly expended. There is, 
however, another clement in the cost of manufacture closely 
associated with expense (so closely that I have not hereto- 
fore Referred to it) and yet characterized by qualities quite 
distinctively its own — qualities which differentiate it from 
expense and suggest the need of a different mode of treat- 
ment. This last element of cost is depreciation. Deprecia- 
tion is the decrease in value of our property, that is, espe- 
cially our buildings, machinery, and equipment, by the fact 
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or just what points arc more cHicicnt in one than in the 
other. 

Of all the expense-clistrihution systems (Hitlinctl, the ma- 
chine rate probably best combines practical workability aiul 
a reasonable iV[:)proach to mathematical correctness. It is 
not as scientific as the production- factor method, l)ut it is 
much more within the comprehension of many industrial man- 
agers and within the powers ot the a\crage iiulustrial ac- 
counting stafi. When it is used the machines are often 
grouped into classes and class rates are determined instead 
of individual rates for each aiul every machine. Probably 
only progressive managers will go even as far as this; but 
this far they will go, and have gone, and the method is in 
every-day use and has been in use for years in some im- 
portant establishrticnts. Most plants, however, will still re- 
fuse to consider anything but the j)ercentagc-on-vv’ages or the 
man-hour plans, luther of these can be made fairly correct 
for ordinary pur[)oses, even with diversified product, if this 
product is classified into homogeneous groups, and an ap- 
propriate percentage apportioned to each group, corre- 
sponding generally to its relative expense-creating charac- 
teristics. 

So much for factory burden. 

The treatment of the general expense presents substan- 
tially the same sort of problem as the distribution of fac- 
tory expense, but the elements composing it are not as many 
nor as complex, and hence the [)rocess is not as intricate. 
I'he principal components of general expense are corre- 
spondence, advertising and other forms of jiuhlicity, sell- 
ing, collecting, accounting, and office administration. ^ 1 he 
principal danger against which accountants generally have 
to be warned is that of assuming that the scale used in dis- 
tributing factory expense may be used also for general ex- 
pense. There is no necessary relation whatever between 
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inal investment, or each succeeding year on the investment 
as reduced by preceding deductions.^ 

It is a proposition upon which it is perhaps impossible to 
generalize except perhaps to this extent: 

hirst, that it is very dangerous to regard investment in 
short-lived equipment (such as small tools, for example) as 
a plant account — a part of our fixed capital — at all; it 
should be considered an expense and so charged at once, or 
if carried as an asset should be given only a nominal value. 

Second, that items of intermediate permanency such as 
drawings, patterns, should be credited as an asset only at a 
fraction of the cost and a very high factor of depreciation 
should be applied to them year by year until they arc 
charged off and disappear. 

I bird, that as to the permanent items such as machinery, 
apparatus, power-plant, heavy tor)ls, structures, etc., the 
chief danger to the continuance of their value is not so much 
that they may be destroyed by wear aiul tear as that they 
may be superseded by some new and radical development. 
Suppose we are building large reciprocating steam engines: 
Our costly drawings, patterns, templates and equipment for 
a great horizontal and vertical compound type may be made 
obsolete in a year or two by the introduction of the steam 
turbine. Suppose we are operating a cable-road: our 
power-plant may ha\e to be scrapped to put in electric trac- 
tion. Suppose we own a bicycle factory: it may be thrown 
into idleness because the popular whim turns to tennis and 
golf. Suppose we are prosperous manufacturers of tin- 
plates in Wales: our mills may be closed by the Dingley 
tariff in the United States. Suppose we are proprietors of 
a machine-shop: it may have to be remodelled throughout 
and largely re-equipped for electric driving and the use of 
high-speed steel. In some of these cases, «ven, it might be 

’ A standard work on (V'prcciation is “ The Depreciation of Factories, 
and their Valuation,” by Ewing Matlieson; E. & F. N. Spon. 
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argued that the renewal expense should not he charged 
against the profits of the past as a depreciation, hut rather 
as a new investment justified hy the larger [U'oflts obtain- 
able in the future through the improxement. ()rhers might 
be held to be “ risks of the business ” rather than cases of 
depreciation. If we are to proxide for such contingencies 
by a factor of depreciation, depreciation becomes to a cer- 
tain extent a sort ot insurance against an indeterminable 
risk. It is prudent to proxide for it; to consiiier that cer- 
tain future expense not yet xisible is yet inevitable; to assess 
a provision for it as a part of our calculated costs, aiul to 
set aside a corres})onding share of our current receipts as a 
reserve fund to meet the contingency. Hut what the factor 
should be in any given case I think can be lietermined only 
by the methotl of inspection and the exercise of deliberate 
and intelligent common-sense. 

d'here is, however, a certain ethical consideiaition, as 
pointed out hy Prof. L. S. Randolph,' which should not be 
overlooked when a rate of allowance for depreciation is de- 
termined. It is this: In industrial and c()r})orate undertak- 
ings generally there are usually at least two cl.isses of oxvnei- 
ship interests, ty[)ically re[)resented by the bondholder and 
the stockholder. 1 he bondholder lends capital on the se- 
curity of the actual physical property. In view of this 
security he lends the money at a comparatively low rate of 
Interest, looking to this physical property for the ultimate 
return of his princi[)al. I he stockholder seeks his return 
from the profits of the business and generally exjicets to re- 
ceive a higher rate of Interest. .1 le owns the business, sub- 
ject only to the lien given to the hondholders for tho bor- 
rowed capital. He manages the business. Its success is 
proportionate to his skill and ability and all surplus earn- 
ings accrue to Iiim. 

Now if in calculating and distrjbuting his profits the 

1 The Enginecriurj Mugacine, August, 1910. 
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Stockholder does not make proper provision for restoring 
wear and tear, replacing worn-out e(}uipment, and main- 
taining the value of the plant, which is the bondholder’s se- 
curity, he is not keeping up the value that he has pledged 
against the money borrowed from the bondholders. He is 
not dealing fairly with his creditors. 

If, on the other hand, the stockholder set aside an un- 
necessarily large pro{)ortion of his gross earnings for a de- 
preciation fund, thereby diminishing his apparent net profits 
or his surplus available for dividends, this fund nevertheless 
remains in his hands for administration and need be drawn 
upon only so far as actual depreciation occurs, the remain- 
der reverting to the stockholder, so that he docs himself no 
wrong, d’his is, in other words, an argument for a high 
rather than a low depreciation allowance. 

Clearly, the distribution we ha\'e been talking of is all 
retrospective. It shows us the dollars and cents of what we 
have done, J his is very important, but it is even more im- 
portant to know what we (an do in the future. In other 
words, the gift of prophecy is often more valuable 
than the knowledge of history. I'herefore the chief 
object of putting history into this form is to make 
it effective for prophecy — that is, for determining the 
cost of new product, estimating the cost of new work, 
and clirecting the expansion of business along the most 
profitable channels. And beyond that, figures of cost In- 
telligently prepared and analyzed serve as true guides show- 
ing exactly where our losses, wastes, and inefficiencies occur, 
revealing changes or irregularities requiring investigation, 
and falling as loudly as figures can call for the reforms and 
economies that will make our output larger, better, or lower 
in cost of production. I'he real purpose of cost finding Is 
cost reduction. • 



LABOR. Tlir: I^RIMARY \\M&: SYS'I'ILMS 




CHAPTKR VII 


LABOR THE PRIMARY WACIC SVSTIAMS 

L abor represents the most interesting:, most diffi- 
cult, and probably the best studied part of works man- 
agement — and yet the part which is furthest frt)m linality. 
This is because it has to deal not with a pas- 
sive “ party of the second part,” such as we have 
to consider in material and machinery, hut with human 
ambitions, hopes, fears, and prejudices — in short, with 
” the other fellow.” Until the race reaches the eml of its 
evolution we shall never reach the end of the labor problem. 

Labor may of itself be the largest clement entering into 
manufacturing costs, anil therefore may deserve per sc the 
largest measure of attention because of its intrinsic impor- 
tance; but even when it is relatively one of the smaller fac- 
tors in the equation, it may have immense potentiality in af- 
fecting the values of the others which a})[)ear intrinsically 
larger. It may, so to speak, be not a separate ijuantity in 
the equation, prefixed by a plus or minus sign, but a co-effi- 
cient or even an exponent, affecting the value of an iatrin- 
sically much larger iiuantity. A man whose wages are 30 
cents an hour may control the operation of a machine 
which, for interest on its first cost, maintenance, depreciation, 
floor space, and stand-by losses, represents a fixed charge of 
$3 an hour. If the man is slow in his movements, and takes 
an hour and a half to do a job which he should finish in an 
hour, the important loss is not the 15 cents in wages for the 
man’s time, but^ the $1.50 for the machine’s time. If his 
work is badly laid out so that he waits 15 minutes between 
jobs, the important loss is not the 7 cents paid him for his 
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time of idleness, but the 75 cents loss through the idleness 
of the machine. Or, again, the $3 a day man may work half 
a day on a piece worth $15 and by carelessness or incom- 
petency may spoil the job. The important loss is not the 
$1.50 paid in wages for which we get no return, but the $i 5 
for the material destroyed. In many classes of manufacture 
the investment in general plant and mechanical equipment, 
arul the fixed charges for power and transmission, main- 
tenance, superintendence, management, etc., make what is 
called the “ overhead burden ” a larger tax than the pay- 
roll; in such a case it may be a wise policy to stimulate pro- 
duction by an increase in wages more than proportionate to 
the increase of output, because we shall recoup our extra 
wages expense by the reduction of the burden resting upon 
each unit or product. To be more specific: Suppose we 
are turning out 100 machines a day, our daily labor bill be- 
ing $500, the cost of our material another $500, and our 
general expense $1,500 per day. The cost of each machine 
is then 500 plus 500 plus $1,500, divided by 100, equals $25. 
Suppose next, by doubling their wages we can spur our men 
on to such zeal that they turn out 150 machines a day. We 
are paying 100 per cent more for labor and getting only 50 
per cent more product. Nevertheless, our total cost of 
$1,000 for labor, $750 for material, plus $1,500 for fixed 
expense, equals but $3,250, and when this is divided up 
among 150 machines the cost of each is shown to be only 
$21.67. Wc have reduced our total manufacturing cost 
$3.33 on each unit, or about I2^{> per cent. And, in addi- 
tion, by the increased output we have secured another ad- 
vantage; that is, the more rapid turnover of our invested 
capital. 

The general principle involved is this: Material cost and 
labor cost per unit of product naturally vary directly with 
the number of units we manufacture; but expense costs are, 
in a very large proportion at least, invariable. They remain 
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just the same whether the amount of product we turn out is 
large or small. If we turn out but few units the expense 
cost of each, therefore, becomes great. If we turn out a 
great many units the expense cost of each becomes very 
small. We can therefore often, aiul iiuiced almost always, 
well afford to increase the zciujcs cost per unit, if by so doing 
we can stimulate the workers to turn out a large volume of 
work and so cut down the expense cost per unit. I'he sav- 
ing in expense cost compensates the manufacturer tor the in- 
crease of wages cost. I he increase of wages compensates 
the workman for his extra effort, d'his is the fundamental 
idea underlying the advanced wage systems. It is quite 
simple, but failure to understand it and realize its impor- 
tance has been the cause of most of the resistance to the intro- 
duction of these systems and to many of tlie labor troubles 
between employers and employees. 

At the root of the whole thing, as already pointed out, 
is the fact that the enormous expansion of the manufacturing 
system made it difficult to maintain individual relations be- 
tween the employer and the individual workman. The 
conditions were defined somewhat fully in the second chapter 
but the argument may be summarized again here. I’here 
was first the mere difficulty of numbers — the collection of 
hundreds and thousands of men in one establishment or one 
organization; the identity of the workman and the 'effi- 
ciency of his work was lost sight of in the crowd. There 
was next the tendency to specialization, under which the in- 
dividual worker seldom turns out any complete article, but 
only performs some part of the process or operation, pass- 
ing the work on then to the next specialist, who performs 
the next operation, so that it becomes still more difficult to 
pick out and identify the work of any one man. Thirdly, 
there is the tendency to standardization, uncier which the 
individual worker does not put much of his own thought or 
his own skill into the job, but simply Repeats mechanically a 
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routine marked out by the patterns or the more or less auto- 
matic machines and the detailed instructions provided for 
him hy the thought of somebody else. 1 he almost over- 
powering influence of these tendencies is to weld workmen 
into classes and to substitute dealing with a class for dealing 
with an individual. And when this happens without the bal- 
ancing influence of any other principle, the next inevitable 
step is that the inducement to individual efficiency disap- 
pears. Under ordinary conditions it is a very small and 
very uncertain profit for a workman at the bench, in the 
ditch, on the wall, to work harder and better than his 
fellows. He is not noticed and he gets no reward. Fhere- 
fore, as Mr. Gantt has so ably pointed out,’ the next nec- 
essary conseciuence is that the man of more than usual abil- 
ity, finding that he can not make anything hy putting that 
ability into his work, turns his ability to agitation. He sees 
that he is treated as a member of a class and can get no more 
than the ruling wages paid to that class; so he endeavors to 
enlist the whole class in getting those ruling wages raised. 
Trade unions have been occupied chiefly with efforts to raise 
wages or to shorten hours because it was only hy united 
action that the individuals composing the union could get 
more. If the scheme of employment and payment for work 
done were so adjusted that a good worker would automatic- 
ally he singled out, rated according to his performance, and 
paid according to his ability, the energetic workers would be 
much less interested in strikes for higher wages regardless of 
efficiency. 'Hie tratle unions would not go out of existence 
hy any means, hut they would find other and, as it would 
eventually prove, economically better matters to which to 
turn their attention. 

1 he advanced wage systems are all efforts, earnest and 
conscientious efforts, to provide a natural^ and automatic 
means for paying the able workman in accordance with his 
1 Work, Wages and Promts. The Engineering Magazine. 
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ability, while they protect the less efficient workman in at 
least the standard wages of his class, d'hat is, they do not 
undertake altogether to break up the class system, but to 
enable any man who is superior to the average to rise above 
it. d'hey are all based upon some sort of a combination of 
two elementary itleas of paying men tor services reiulered. 
These two ideas arc day pay and piece rate, b'undamen- 
tally, these are the only two methods of wage payment. 

Under day pay a man is paid for tlie length ot time he 
works, regardless of the amount ot work he may do during 
that time. 

Under piece rates the man is paid for the amount of 
work he does, regardless of the time it takes him to do it. 

If I hire a man to shovel sand at $1.50 lor ten hours, that 
is day pay. If I hire him to put a load of coal into my cel- 
lar at 15 cents a ton, that is piece rate. If I hire a stone 
mason at $4 a day for eight hours, that is day pay. If I 
agree with him to build me a wall at $1.25 a perch, that is 
piece rate. Under tlie one system you pay a man according 
to the length of time he is in your employment, ami under 
the other system you j)ay according to the amount he does 
for you. In the bonus system, the prerniurti system, the 
efficiency system, and all the others which we shall shortly 
take up in detail, these two elementary ideas are somehow 
blended; but blending ideas is something like blending col- 
ors; the result is not like either of the elementary colors you 
started with, and mixtures of the same two colors in differ- 
ent proportions are unlike one another. So each of the va- 
rious wage systems has its own individual color, so to speak; 
and as certain colors arc pleasing to some eyes and other 
colors pleasing to other eyes, so certain wage systems arc 
pleasing to certain minds and others more pleasing to other 
minds. 

Let us now take up the several wage systems in order, be- 
ginning with that which is probably the oldest, if Indeed it 



Il8 PRINCIPLES OF INDUSTRIAL ENGINEERING 

was not originally the only, method of paying for labor. 
This is the method of day pay. It is indeed so old and so 
deep-rooted that one is almost tempted to say that if we go 
hack to the source of things it is the only wage method; for 
when piece rates arc fixed you will always find that, con- 
sciously or unconsciously, the employer and the workman 
both compare in their minds the piece rate proposed with the 
time they think the job is going to take, so that it seems to 
come down, after all, to the ejuestion not what is the job 
worth, but what is the time that it takes to do the job worth? 

Now the conception underlying day pay is that a certain 
sum of money is arithmetically equal to a certain number of 
hours spent by a man — any man — at doing a certain kind 
of work. J'or example, every man digging dirt is worth 
$1.50 for ten hours’ labor; every man laying brick is worth 
$5 for eight hours’ labor. Stated this way, baldly and with- 
out (jualification, the notion seems so foolish that it is hard 
to see how it ever became so generally adopted in practice. 
It would be as intelligent to base an economic system on the 
hypothesis that a string is always 6 feet long- or that all 
horses run ecjually fast. Nevertheless, the conception per- 
sists, ami will long continue to persist, and you will have to 
deal with it. It is in the moral code of many labor unions as 
the first and great commandment. The reason, as already 
suggested, is that the unions have found it necessary to re- 
sort to collccti\’c bargaining and to demand a universal wage 
rate, chiefly because there has been in general no method 
practiced by employers for fair and honest individual bar- 
gaining with each man according to his ability. The result 
of .the whole thing is a struggle between opposing forces, 
the employer trying to push the day wage down because he 
has no satisfactory assurance of anything but minimum effi- 
ciency on the part of his workmen, and therefore he wants 
to pay the minimum price; and the men trying to force the 
rate up because they can not get it up in any way except by 
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force. This sort of struj^glc Is constantly going on, with 
variable results. Where labor is abiiiKlant or poorly organ- 
ized, and where the employer or sub-bosses ha\'e a genius 
for driving, probably as highly efficient results are secured 
under the day-wage plan as under any other; that is, the em- 
ployer gets as high a product for the dollar he expends as be 
can get by any method. Where labor is j^owerlul and well 
organized and much in demand, tlie results secured under the 
day-wage system are perhaps as inefficient, and as little re- 
turn is obtained for each dollar expended, as in any applic.i- 
tion of capital to productive or constructix’e work, e\cej)t, 
perhaps, in deliberately dishonest political jobs. 

Nevertheless, the tlay wage remains to-day the method of 
payment for a very large proportion, perhaps a large ma- 
jority, of all service. I have dwelt strongly upon its un- 
favorable features, but of course they aie to a certain extent, 
even if imperfectly, remedied in practice. The extremely 
good man cannot be held down, and he will bre.ik through 
even the dead level of day pay; so the fallacy of assuming that 
all men are etjually worth $1.50 a tlay is correctetl fractionally 
by picking out here and there a peculiarly able man and mak- 
ing him a job boss or a sub-foreman at $2 or $2.^0, while 
the hopelessly incapable fellow is fired off the job and gets no 
wages at all. 1 he plan as a whole is one of those rough 
and ready ones that the world has always used and always 
will use. And it does express, although it expresses it l)adly, 
a certain \atal truth; that is, that tivic, after all, is the one 
supreme value that must be seized and used moment by mo- 
ment or it is lost forever. If machinery is idle the o[)[)or- 
tunity may usefully be taken to overhaul and repair it4 if 
material is idle it may be worked over into something else 
which is active; if dollars are idle they are only dormant and 
will come to life and into circulation as soon as there is an 
opportunity. But if hours are idle they are dead and gone 
forever. This truth of the fundamental value of time is 
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recognized by the day-pay system. You will find the system 
in use everywhere and you will have to get along with it; 
nevertheless, in most cases a much more intelligent plan for 
hiring time than the day-wages plan can be devised and may 
be applicable. 

Perhaps the first tlelibcrate effort in this direction was the 
establishment of piece rates in place of day pay. By these 
rates the unit of adjustment as between employer and em- 
ployee is not so much time spent at labor, but so much work 
completed. The unit task may be ot the most diverse kind 
in different occupations — a ton of coal mined, a locomotive 
mile run, a yard of cloth woven, a casting made, a certain 
area of type set, a face shaved or a head of hair cut. I he 
fundamental idea of day pay is that of mathematical equiva- 
lence between money and time; the fuiulamental idea of piece 
work is that of mathematical equivalence between money and 
jobs. 

If, for example, I am working as a journeyman hat- 
maker ‘ at day wages, I tacitly accept the truth of the 
proposition that ten hours of my time are worth, say, $2. 
rhat is, I agree with my employer upon the truth of this 
equation : 

(A) lo hours time $2.00 

\ come into the shop at 7, go home at 6, with an hour for 
lunch. I loaf as much as I dare; the boss watches me and 
drives me as much as he can, and perhaps in the average I 
make about one hat a day. Now suppose I go on to piece 
work. I set in the background the proposition “ ten hours 
equals $2,” and base my creed on the tenet that “ making one 
hat equals $2.” In other words, my employer and I fix 
our eyes on a new equation : 

(B) Making one hat=$2,oo 

* It is scarcely necessary to say that tlie supposition is taken at ran- 
dom, for illustration only, and does not in the least reflect actual con- 
ditions in the hat -making industry 
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I'he longer I dawdle, the longer it takes me to get that 
$2. On the other hand, if I work fast I can perha[)8 get 
through by niid-alternoon or e\en earlier ami go fishing. 

Or if I choose to stay I can begin on another hat. \’ery 

possibly by tliligence ami study I can improxe the tools or 
the operations a little, or I may carry on the making of two 
hats at once, working on each during necessary [)auses for 
the maturing of processes on the other; and I may soon be 
turning out three hats in two days or even two hats in one 

day. d'he boss will be paying me 50 per cent to 100 per 

cent more wages in a given time than he did formerly. Vet 
his hats arc costing him no more. Indeed, they are costing 
him less, for his gener.d expenses for shop rent, light, heat, 
superintendence (that “o\erheatl burden” of w’bich we 
have already spoken) are no greater than they w'ere before, 
and yet he is turning out more hats to absorb these charges. 
A smaller fraction of this cost, therefore, attaches to each 
hat. 

Xow' I said that in going on to piece rates the boss and I 
both set in the background the proposition that ten hours 
equal $2. I used those particular words advisedly, be- 
cause that idea at best is only retired. It is not ilismissed. 
It lurks in the background of our minds persistently. The 
price of $2 per hat was fixed as a piece rate not because we 
really believed it w'as w'orth $2 to make a hat, but b<?causc 
on the average that paid me $2 for a day’s time. In other 
words, we accepted formula (B) not because we believed 
in its abstract truth, but because we believed this: 

(C) Making one hat 10 hours time. 

As soon as (C) proves untrue, (B) no longer follows 
from (A) and my employer at least loses faith in it. When 
I begin to get a day the boss begins to get uneasy, and 
when I make $4 a day he is probably certain that some- 
thing is wrong. He believes no joufneyman’s time is worth 
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$4 a day. 7 'he fact that he is turning out larger product 
from his shop in the same time at less cost docs not impress 
him as it should, while the $4 a day to a “ $2 man ” looks 
enormous. He begins to believe that he is paying too 
much for the making of a hat. Probably he decides that 
if two hats can be made in one day, the making of a hat 
is not worth more than $1, and he cuts my piece rate in 
half. 1 have to work twice as hard as I did before and 
get no more for it. On the other side, my fellow workmen 
arc displeased, d hey are contented with the old order and 
want to work along turning out about one hat a day and 
getting $2 for the day’s time, d'hey say “ if you show 
the boss that two hats can be made in a day, he will think 
that we are all a worthless lazy lot, and he will want to 
drive us up to your pitch or get rid of us. You are killing 
the job.” So these two inHuences combine to discourage 
me against the great and apparently fortunate incentive 
which first led me to rejoice in the piece rate and to see so 
much apparent advantage in it. 

Piece-rate payment is an old idea. We find it far back 
in the history of the guilds, and no doubt it existed centuries 
before that. Within comparatively recent times, however, 
it has been brought into new prominence through the earnest 
efforts of men who saw in it a great light to lighten the 
way •out of the darkness of day wages. It offered an in- 
centive to the worker, a reward proportioned to his skill 
and industry, an enlarged output induced by this financially- 
stimulated activity, and the very essential result of increased 
volume of manufacture with decreased cost of product from 
the ^same plant investment. Results — important results 
— have been secured; but yet they have frequently been 
disappointingly below expectations, chiefly for the reasons 
suggested in my little parable of the hat-maker. 

The great inherent trouble is the difficulty (under ordi- 
nary or non-scientific 'management) of fixing piece prices 
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which are fair and which continue to he fair. i'he reserve 
capacity which a workman may be holding back, consciously 
or unconsciously, in an operation that has not been scien- 
tifically studied and standardized, is almost unforetellable. 
When it is realized under the incentive of piece payment, 
and his earnings rise enormously, the disposition of the 
wage payer to rebel against the outlay arul to cut down 
the piece price is almost irresistible. If the employer secs 
that a workman can do several times as much as he was 
doing umler day wages, you can hartlly blame him for feel- 
ing that he has been defrauded all along under the old 
system, and for trying to make things more everi from his 
point of view. But the price-cutting that has so very, very 
often followed soon after unscientific price-setting has 
worked immense mischief, by raising in the minds of the 
men suspicion and tlistrust of systems introduced to re[)lace 
the old day-wage plan. Union opposition has been strong 
against piece rates, and while It has been motlilied In many 
places so as to admit piece work, this acceptance has often 
been accompanied by counter-restrictions which nullify most 
of the possible adv antage — as, for example, the fixation of 
a very moderate number of pieces as the maximum that 
any man may make in a day, thereby coming back substan- 
tially to day wages. 

The trouble here, however, is not so much one of prir^clple 
as one of administration; but there is a fault of principle 
inherent in piece rates, and that is that they put all the 
uncertainties of production on the workmen. Suppose a 
man is machining steel castings at so much per piece. He 
may have delivered to him a lot of hard metal parts, that 
take four or five times the expected time to finish. For 
that period, at least, he can not make living wages. Sup- 
pose a gang is unloading coal cars at so much per ton, and 
the switching crew is tardy in moving away empties and 
setting in loaded cars, and so keeps them idle for consider- 
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able periods, or suppose that in setting in the new cars 
it places them badly so that the men have an extra long 
throw and work at a disadvantage. Again, the workmen 
may be unable to make fair wages, through no fault of their 
own. Suppose, once more, a working gang is made up by 
the foreman so that green men are mixed with skilled, and 
these green men by their awkwardness cut down the out- 
put of the whole gang, flere, again, if they are working 
at piece rates, their earnings arc reduced without their fault. 

In all such cases, unless there is special intervention by 
someone in authority to make up the loss, it falls upon the 
piece-rate worker. Under day pay, of course, it would be 
the employer who would suffer in such cases; but the em- 
ployer is in the first place better able to stand the loss. I'he 
unprofitable item of work is probably only one of many 
he has in hand, while to the workman it is the worker’s 
entire interest; and last, and most important, the whole 
power to remove the conditions that caused the loss rested 
with the employer and not with the workman. 

Notwithstanding these certain defects of principle and 
administration, however, piece rates are a good deal used. 
Where the rates are carefully and fairly set, by fair and 
frank effort on the part of both employer and employee 
to make them right, and where they are fairly maintained 
aftei* they have been set, they are often (almost usually) 
preferred by the men; for they make the man more the 
master of his own time, and they enable the capable work- 
man to increase his earnings in correspondence with his 
ability and capacity. Where the men will work fairly under 
the ^piece rates they are liked by employers also because 
the system stimulates larger production from the same plant 
without materially increasing the indirect operating ex- 
penses. These are the advantages of thf piece-rate sys- 
tem — increased output and increased earnings. Its dis- 
advantages are that v^hen difficulties interfere with output 
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the men's loss is not made up to them without special action 
by the employer; ^ and, worst of all, that when the em- 
ployees’ earnings are very much increased the employer can 
seldom resist the temptation to cut the rate. Knowing this, 
the men are frequently suspicious and seldom let themselves 
out to anything like their real capacity. 

The “ contract plan ” of employing and paying labor is 
used to some extent, especially in heavy machine-shops, that 
is, locomotive and shipbuilding plants, in the United States 
and Great Britain. It is not, however, a separate and dis- 
tinct system, but is substantially a gang piece rate. An 
over-all price for a job is agreed upon with the contractor, 
who uses the equipment and facilities of the employing shop, 
but hires his own workers and assistants on terms arranged 
between him and them. As discipline and responsibility 
thus fall chiefly on the contractor, while the tools, facilities 
and general environment are largely supplied by the shop, 
the plan leads to a somewhat demoralizing divorce of au- 
thority and liability. It is likely to lead, and in practice 
it does lead, to very bad industrial conditions. Neverthe- 
less, it has been in use for a long time, and remains in use, 
and hence must be considered a practical and to an extent 
commercially successful method, although the success is not 
determined by very high standards. 

And now, having noted the principle characteristics of 
the two fundamental methods of wage payment — day pay 
and piece pay — we come to the systems which I have called 
“ advanced that is, the special systems designed to correct 
or to reduce greatly the evils of the straight day wage and 
the straight piece rate. The principal of these arc the 
Halsey premium plan, the Taylor diflerential piece rate, 
the Gantt bonus system, and the Emerson efficiency or in- 

^ The objection 'is inseparable from the straight piece-rate system. It 
is, however, removed by the “ piece-rate with guaranteed day wages,” 
which is becoming well-known, especially ir^ railway shops. 



126 


PRINCIPLES OF INDUSTRIAL ENGINEERING 


dividual-effort system. They are placed in this order for 
reasons that will appear as we go on. And the Halsey 
premium plan is placed first because it is simply and only 
a wage system, while the others are rather parts of philoso- 
phies and methods of handling labor in which the wage 
system is only one element. 

The Halsey premium plan ^ bears the strong impress of 
intimate familiarity with the shop — of complete knowledge 
of the traditions of the shop, the suspicions of the shop 
men, and the weaknesses of shop managers; and it seems 
to be marked further by a conviction of the strength of 
these long-established institutions and by a tenderness to- 
ward disturbing or offending them. It is, in short, a char- 
acteristically well-informed effort to get good results, to 
bnng about better conditions, without making any trouble. 

d'he essence of the Halsey premium system is to pay men 
the established day wage under any circumstances, and then 
to reward them further by a voluntary extra payment if 
they do better than the established record of past perform- 
ances. When the system is introduced there is no necessary 
or conspicuous change from the way things have always 
been done. Every man gets his regular day wages on pay 
day exactly as before. But by reference to past records, 
standard times arc set for the various operations upon 
which the workmen are engaged. In setting these stand- 
ard times some allowance may be made for the probable 
shortening of the old records under the incentive the pre- 
mium system is going to offer; but in the main the controlling 
consideration is, how long did the job take on the average 
when it was done by good workmen in the past? These 
standard times are tabulated, recorded in the office for ref- 
erence, and the times taken by the men day by day in doing 

1 “ The Premium Plan of Pa>ing for Labor,” by F.*A. Halsey; Trans. 
Am. Soc. M. E., June, 1891. 
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these same jobs, or performing the same operations, are 
compared with these standards. When any man shortens 
the standard time on any job after the plan has been put 
in force, he is credited with a premium, which is equal to 
his wages at his regular hourly rate for a portion of the 
time he saved on the job. This portion is usually either 
30 or 50 per cent of the time saved. I'he idea of grant- 
ing only part of the saved time to the workman is twofold, 
hirst, he uses the shop lacilities harder — uses more power, 
wears out more tools, etc., and so the shop should have 
part of the gain; second, as the employer thus profits as 
well as the man, he is less likely to be temj)ted to cut rates 
when the time is a good deal shortened. 

Premium earnings are kept separate or may be kept sep- 
arate from the regular payroll and enclosed in separate 
pay envelopes, d'heir acceptance by the men is wh()lly 
voluntary. Ihc workman can take his [)remium or leave 
it; but he usually takes it — if not at first — when the ac- 
cumulation begins to look tempting. It is, however, plain 
that the introduction of the system raises no issue which 
could well be a basis of a strike, as the introduction of piece 
rates into the day-work shop might do. It tloes not abolish 
old conditions and introduce new ones, which must be ac- 
cepted whether they are liked or not. It simply offers a 
new, non-compulsory opportunity for the men to earnYnore 
money if they choose, without any arbitrary or even neces- 
sary imposition of a forced rate of working, h'urthermore, 
the calculation of the premium is the simplest sort of a sum 
in elementary arithmetic. The standard times are posted. 
The workman can keep a record of his own times. All 
he has to do is to find by subtraction how much time he 
has saved, take one-half of it or 30 per cent of it, as the 
case may be, aud he knows his own premium at once. On 
account of its simplicity and its conciliatory characteristics. 
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probably, the Halsey premium plan is in use in a larger 
number of shops than any other of the advanced wage 
systems. 

Halsey puts no upper limit on a workman’s earnings. 
However much the man’s skill and ingenuity may shorten 
the times he gets his regular proportion of the gain. One 
objection sometimes raised to the plan is that as the times 
are not scientifically set (that is, as the operations are not 
scientifically studied and figured down to the shortest prac- 
ticable time), they may sometimes prove to he very much in 
error against the shop, and the discovery that they are and 
that the men in consequence are making very high premiums 
may tempt the employer to cut them down, something in 
the same way as piece rates are so often cut down. 

James Rowan, a member of a prominent firm of engine 
builders in Glasgow, has put forth a modification of the 
premium plan, generally known as the Rowan premium, 
which has as one of its principal objects the protection of 
the shop against such mistakes as are referred to in the 
preceding paragraph. The fundamental principle of the 
Rowan premium plan is that under no circumstances can the 
workman make more than double his regular day wages. 
Under the Rowan system the time saved is converted into 
a percentage of the standard time. The workman then re- 
ceivess as a premium, this same percentage of the time he 
actually took. Another way of defining the Rowan premium 
takes the form of the equation: 

Time saved 

7-;^ X i ime taken - rrcmium. 

Time set 

The system is regarded with a good deal of favor in Eng- 
land, but it is not much used in the United States. It pays 
the workman more largely than the Halsey plan for the 
earlier (and easier) savings, but as the ba.se upon which 
the premium is calculated shrinks constantly as time is saved, 
the man’s profit from large savings of time decreases pro- 
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portionately. The actual premium is the 
cent time saved as at 10 per cent. There 
special modifications of the premium plan 
not important to include them here. 


same at 90 per 
are some other 
in use, but it is 
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P ROCP'P'DINCi now Ironi the wage systems which are 
merely modes ot payment — that is, which do not go 
beyond the conce[U of enlisting the workman’s interest 
through the medium ol his compensatiott — ■ we come to an- 
other grou[) of methotis in which the manner of payment 
is only one feature of a policy ol management, embodying 
many other ideas and principles. 

Prominent among these as one of the early and very 
widely noticed applications of the ideas upon which other 
systems of very different philoso[)liy have been built, is the 
I'aylor differential piece rate.* More than thirty years ago, 
at the Bethlehem Steel Works, I'rederick W. d aylor began 
a develo}nnent of the conception that labor of all kinds, 
operations of a-ll kiruls, could be scientifically studied anti 
analyzed and reduced to elementary processes; that these 
elementary processes could each he performed in some one 
best way, discoverable by an expert investigator; that ^ere 
was a minimum of tlrne in which each could be continuously 
performed by a good workman; that the workman could be 
taught to do each elementary operation, and hence the en- 
tire job, in the best way and the minimum time; and that 
the payment of a considerably larger |)rice for work done 
according to the staiulard than for work that failed to 
reach the standard would secure the co-operation of the em- 
ployee and Induce him to put forth his best effort. 

The Taylor system is no longer followed at South 

A Piece-Rate System,” by Fred W Taylor; Traii« Am. .Soc M E., 
June, 1895. 


133 



134 PRINCIPLES OF INDUSTRIAL ENGINEERING 


Bethlehem but its data are so important on account of the 
influence they have exerted on later practitioners that they 
deserve more careful attention than the number of actual 
instances of the use of the system would seem to suggest. 

d'aylor begins, then, by an ultimate analysis of the job 
into its elements. J^'ach of these elements is then subjected 
to thorough expert study to determine the methods and ap- 
pliances by which a man working steadily at a pace he can 
maintain without injury can reach maximum performance 
and minimum time. I'he workman is then provided with 
everything necessary to accomplish, in the standard time, 
the results determined by this study, and he is thoroughly 
instructed in every step of the operation by minutely de- 
tailed written schedules and by expert advisers. 

l^'inally, he is paid at piece rates which are set at two dif- 
ferent levels — a low price per piece if the workman fails 
to do the job in the standard time, and a high price per 
piece if he does it in the standard time. This is the so- 
called diflerential rate, d he successful worker is paid not 
only for the more pieces he turns out, but he is also paid 
more for each piece. "I'he unsuccessful worker not only 
makes less pieces to be paid for, but is paid less for each 
piece of the smaller number he makes, d'he money gain 
to the man who attains standard performance thus becomes 
very large. 

For example, suppose a standard performance for a cer- 
tain repetitive job is set at ten pieces completed per day. 
d he piece rate may then be fixed at 30 cents each if stand- 
ard time is attained and only 25 cents a piece if it is not. 
d he workman who finishes only nine pieces in a day re- 
ceives but 25 cents each, or a total of $2.25. d'he work- 
man who finishes the .ten pieces set as a standard receives 
30 cents each or a total of $3. For an increase of only 
I I per cent in production he gains an increase of 33 1-3 
per cent in wages. fhis large incentive is provided to en- 
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list the co-operation of the workman — to make lilm con- 
tribute his part to the effort which was begun by tlic man- 
agement in their study of conditions and their pianlsion 
of the equipment and the instruction which would enable 
the man to turn out a large volume of product. Under the 
Taylor systerii, however, It Is not intemled to lease within 
the workman’s power much more than this co-operation. 
That is, It Is not intended to rely upon the workman to 
originate betterments In practice, at least until he has ac- 
cepted all the betterments contemplated by the investigators 
and instructors. I hls Is a sharp ilistinction from the Ilalsey 
system. Halsey relies almost entirely upon the workman’s 
knowledge of his job, the workman’s intimate accjuaintance 
with shop conditions, tools and the tletails of the operation 
to perform this operation better and more (juickly when 
the Incentive of additional [)ay is provided. i'avlor, by a 
minute time study and a carefully elaborated scheme of 
operations, manipulations ami methods, purposes to super- 
sede the workman’s knowletlge — to cancel, as it were, the 
workman’s personal e(}uation. In j)rinclple, tfiere Is no 
objection to the workman turning out as large an excess 
over the standard outj)ut as he can. In })ractice it is not In- 
tended to leave him any large margin of capacity for doing 
better than the standard. And, like the ortlinary piece 
rate, if a man does not reach standard his wages drop. 
7'here is no riiinimurn wage assured. 

d'he bonus plan worked out by H. L. Gantt,’ an associ- 
ate of Mr. Taylor, has rather more elasticity and has 
found highly successful application. Like d'aylor, Gantt 
begins with standardization of conditions and accurate ^imc 
study. That is, he makes it possible for the man to work 
fast, and decides as nearly as possible just how fast the man 

i“Task and Bonus," by H. L. Gantt; Trans yXin Soc M H., 1901 
For a inucli fuller argument see “Work, Wages and I’rcfits,” by H. L 
Gantt; The Engineering Magazine * 
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should work, d'he initial engagement of the workman, 
however, is on a day-pay basis, d'he workman is sure of 
regular day wages as a minimum.^ Under the Taylor piece 
rate, or any piece rate, the minimum as well as the maximum 
depends on the number of pieces made. If a man is unlucky 
and does not finish even one piece he gets nothing. Under 
the Gantt system he gets day wages however little he may 
produce, d'he computations for extra or bonus payment 
thereafter are 011 the basis of time, d'o use Mr. Gantt’s 
own words : 

“ Under this systerti each man has his work assigned to 
him in the form of a task to be done, by a prescribed method, 
with definite apfiliances, and to be completed within a cer- 
tain time. I he task is based on a detailed investigation by 
a trained expert of the best method of doing the w'ork ; and 
the task setter, or Ids assistant, acts as an instructor to 
teach the workmen to do the work in the manner and time 
specified. If the work is done within the time allowed by 
the expert, and is up to the standard for quality, the 
workman receives extra compensation (usually 20 to 50 
per cent of the time allowed) in achlition to his day’s pay. 
If it is not done in the time set, or is not up to the standard 
for quality, the workman receives his day’s pay only. 

“ 1 he system is thus in effect a combination of the day- 
rate* and piece-work systems. While learning to do his 
task the workman is on a day rate; when he has learned to 
do it the compensation for the task is a fixed quantity, really 
equivalent to piece rate. The method of payment, then, 
is day rate for the unskilled and piece work for the skilled.” 

The Gantt system produces the true piece-rate result that 
a workman receives full pay at the bonus rate for all the 

^ This seems much like the “ piece rate with puaranteecl day wages,” 
reterred to in a preceding note One difference is tihat if the “task” is 
changed, it is a change of time anti not an immediate cliange of price, 
and the effect on tlie men much more favorable. 
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tir)ie he saves, lie does not ill\ ide the time s.ned with the 
shop as he does under the premium plan. 

Gantt, like Halsey, puts no limitations — that is, no 
arbitrary, or, as we mip[ht say, otlicial limitation — on the 
amount a man may earn. He tloes not set any maximum, 
as Rowan does, on the theory that a workman should not 
he permitted to make more than a certain scale ol wa^es. 
Hut (iantt does in suhstanee set a natural limit to maximum 
earnings hy putting; the task limit so hi^h that e\en the most 
skilHul and enerjj;etic man could not greatly exceed it. lie 
does this deliherately, because in the lirst place, when con- 
ditions are scientilically adjusted to eliminate the ordinary 
chances and mischances oi haph.i/ard workinjj;, and when 
operations are scientilically laid out and tlie time it t.ikes to 
do them is scientilically studied, and when nun are careliilly 
instructed in perlormin^ the operations in the manner thus 
scientifically studied out, the performances ol normally 
capable individuals ought not to and wall not \ary very 
w'idely from the determined standard. 

b’or instance, il 100 men of average physiijiie, taken at 
random, were reijuired to run loo yards in their ordinary 
clothing and under ordinary conditions of pieparation and 
amid ordinary surrounding.s of street tracel, the results 
w'ould probably \ ary by many hundred i)er cent, because not 
only of the varying fitness of the men, but of the varying 
obstacles and dela)S they would meet. Hut if you should 
take the same hundred men, train them for six months, put 
them on a standard running track, in regular running cos- 
tume, you would probably find that most of them wa)uld do 
the hundred yards in times \arying not nK)re than 50 per 
cent and probably not more than 20 per cent. J his is the 
kind of standardizing Gantt's preparatory measures arc 
designed to accomplish. 

And in the second place, it is part of Gantt’s theory that 
no large reserve capacity (that Is, eapacity of surpassing 
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Standard task) should be left to the workman, for fear 
that if he does very greatly better the prescribed perform- 
ance, and so very greatly increase his earnings, the employer 
will be tempted to cut wages and so will destroy the whole 
scheme. This danger is avoided if the bonus task is set so 
high that no workman unless he is a living phenomenon can 
better it by at the utmost 50 per cent. 

Like the differential piece rate, the (jantt bonus system 
is characterized by a sort of critical point at which the wages 
received by the worker rise suddenly on arrival at a certain 
volume of production, d'he effect of the Ciantt bonus as 
a stimulus to the workman is something like that of offering 
a big, shining prize to every man who jumps up a high step. 
The prize seeker either lands or he fails. There is no half 
success possible. I'he total result of such a tournament, 
if there are entries enough, would be the collection of an 
athletic body of high jumpers on the upper step, while the 
field would be left below. 

Applying the same simile to the Halsey premium plan, 
we might say that it offers the workers on the lower level 
an inclined plane up which to climb, with prizes for every 
one who climbs at all, Infinitesimally graduated in direct 
proportion to the distance climbed. The natural result of 
such a tournament is a graded classification of moderate 
athletes, whose performances range all the way from the 
record holder to the tail ender. And there is also a natural 
tendency for the crowd to thin out toward the upper levels, 
because as a man climbs each step becomes harder, and yet 
the premium for the last step is no greater than the premium 
for the first. 

l"he illustration just used is not intended to suggest the 
slightest disparagement of either the theory or practice of 
the task and bonus system. Under Gantt^s direction of it, 
the most careful, thoughtful, and skillful instruction and 
assistance toward accomplishing the task is given to the 
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operative. I'p the utmost possible degree, all obstacles to 
achievement are removed. Those who can not succeed at 
one task are given every opportunity to try some other for 
which perhaps they may be better fitted, d'hose who do 
succeed are unquestionably greatly benefiteil, both phys- 
ically and financially. Nevertheless, for any given work the 
system is largely selective, discovering the fully fit (who are 
generally a minority) and shifting the unfit (who are gen- 
erally a majority) to other occupations. 

Because Halsey and (lantt both grant day wages as a 
minimum and add something more if a man exceeds stand- 
ard performance, there is an unfortunately general but ill- 
informed impression that the systems are much alike. 
Psychologically — that is, in their interpretation of and 
appeal to human emotions — they arc almost diametrically 
unlike, d'hey seek similar results (an increase of produc- 
tion) and they offer a similar rewartl (pay lor time saved) 
but by contradictory policies. Halsey is so desirous 
not to “ stir up things ” that he scarcely lets the men know 
that times are being studied, (iantt is so desirous to make 
large output possible that he would make most radical and 
far-reaching changes if necessary to remove causes of in- 
efficiency. Halsey relies entirely on the workman’s ability 
to find ways of shortening the standard time. CJantt 
analyzes each job scientifically, resolves it into its elertients, 
determines the best way and the minimum time for per- 
forming each, and will not even let a workman try to earn 
bonus until the man has been thoroughly instructed by an 
expert. Halsey abhors the idea of setting any “ task ’’ as 
the limit a man must reach. Gantt glories in the “ task ” 
as a stimulus to effort, and makes such a task the goal a man 
must reach before bonus begins. Halsey tempts the man 
on by at least a small premium for even a trifling gain in the 
time used. Gantt gives no bonus until the very large gain 
necessary to reach his task limit h^ been made, and then 
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he gives a great big bonus — 25 per cent or 50 per cent 
all at once. 

Halsey avoids class distinctions by making the passage 
from day-wage earnings only to premium earnings a progress 
of insensible gradations, (iantt emphasizes class distinction 
not only by the sharp and wide break between day wages 
and bonus earning, but also by encouraging outward signs 
and symbols of bonus earning — encouraging the group of 
bonus workers and the creation of a bonus society, entry 
into which is a desirable goal for those who are still in the 
no-bonus class. 

d'hese things are really more important in dealing with 
men than questions of 20 per cent, or 30 per cent, or 50 
per cent premium; and in these things the philosophies of 
Ciantt and I lalsey take widely different and op|)osing views. 

llic Mrnerson efficiency or individual-effort system ^ has 
certain resemblances to both the Halsey premium and the 
(jantt bonus plans. It recognizes that there is truth in the 
psychology of both these systems, different as they are 
psychologically, and it recognizes advantages in both their 
methods. Nevertheless, although it has these resemblances 
it proceeds by a philosophy and a plan of its own, which is 
distinct and characteristic. 

ro begin with, it establishes the regular daily-wage scale 
and system as the basis of employment, thus agreeing with 
both Halsey and (iantt. Next, it prescribes the standard 
of production after scientific study, and offers a rather large 
bonus for reaching it, thus agreeing with Gantt; but it leads 
up to this bonus reward by a graduated scale of smaller 
bonuses, thus approaching the Halsey premium plan. 

'Fo take up its features in greater detail, let us go back 
to the measures preliminary to the introduction of the sys- 

i"A Rational Basis for Wages,” by Harrington ICntcrson ; Trans. Am 
Soc. M. E, June, 1904. Also “Efficiency as a Basis for Operation and 
Wages”; The Engineering Magazine 
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tern. As in the case of the I'aylor and Gantt policies al- 
ready described, the arranij;enicnt, equipment, and working 
conditions in the shop or factory are standardized to secure 
the utmost efficiency and to prevent all wastes and losses that 
are preventable. Starulard times for every operation arc 
then determined and scheduled by the most careful study. 
In setting these times I’anerson appaiently gives more weight 
to averaged past experience than l aylor or Gantt, but is 
not so closely governed by it as 1 lalsey. I'avlor and Gantt, 
indeed, are inclined to proceed without much regard to what 
has been the practice in any particular case. 'They go back 
to the very best way of doing the thing, and ha\ing de- 
termined this scientifically for every element, they aild these 
elementary operation times together, allow a certain factor 
for what might be called the human eejuation — that is, 
a margin by which the workman may be permitted to fall 
short of perfection — add perhaps another factor for im- 
perfection of materials, and so arrive at a linal result. 
Halsey is disposed to make good existing shop practice the 
standard and not to go very far back of that in setting stand- 
ard times, but to rely largely on the skill and effort of the 
individual workman for finding ways of bettering the old 
records. I^merson’s policy inclines rather to the method 
of taking such records as Halsey would accept as stamlards, 
and refining down by deducting for the preventable vvnstes 
and losses that have been occurring and that are to be elimi- 
nated by the improvements installed, d'his method, as will 
be seen, goes upon the supposition that if you take practice 
as it is, and correct it for all the errors and inefficiencies you 
can discover and identify, the residue will be automatically 
self-corrected with such inherent, necessary, and unprevent- 
able inefficiencies and wastes as are innate in conditions and 
undiscovcrable by inspection. 

Under the efficiency system, if a workman finishes a job 
or an operation in the standard time which has been fixed. 
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he receives a bonus of 20 per cent. This rate is about the 
same as the lower limit usually adopted by Gantt. The 
Emerson bonus for standard performance, however, is al- 
ways 20 per cent, while Gantt varies somewhat with the 
agrceableness or disagreeablcness of the work, occasionally 
running as high as 50 per cent and probably averaging 
from 30 to 40. Under the efficiency plan, however, if the 
workman reaches two-tfiirds of the standard performance 
(that is, if he finishes the job in one and a half times the 
standard time) he reaches a point beyond which he begins 
to receive a little extra reward, increasing gradually like the 
Halsey premium, d his reward, however, instead of rising 
at a uniform rate as the Halsey premium does, rises on a 
sliding scale. It rises, in fact, as a function of a parabola, 
the performance being measured along the curve and the 
bonus being apportioned according to the ordinate. I'his 
makes the bonus very small Indeed for the early savings of 
time below time and a half. It merges into the 20 per cent 
bonus at standard performance, f or still further reductions 
of time, that is, for doing the work in less than standard time 
set, the workman gets the 20 per cent bonus, phis all the 
time that he saves. 

In the practical use of the system, the individual bonuses 
are usually calculated for each man’s work for a period of 
one ^lonth. His efficiency for that entire time is reduced 
to a percentage by dividing the times allowed by the times 
taken. For Instance, taking a single job as an example, 
if a man takes 90 minutes to do a job standardized at 60 
minutes, his efficiency is 60 divided by 90, or 66 2-3 per 
cent. If he takes 60 minutes to do a job standardized at 
60 /ninutes his efficiency is 60 divided by 60, or 100 per 
cent. If he takes only 40 minutes to do a job standardized 
at 60, his efficiency is 60 divided by 40, or 1^0 per cent. As 
already explained, however, it is characteristic of the 
Emerson efficiency sy^em that the efficiency is not calcu- 
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latcd job by job, but on the sum of all the work tlone during 
the bonus period, wbicfi, as alreatly explained, is usually one 
month, d'wo important results arc thus secureti. The 
first is that elaborately accurate timekeeping is not neces- 
sary for wage purposes, although quite ajiart from this it 
may he desired lor cost-keeping pur[)oses. All the pay- 
master needs is a list of the jobs each man did during the 
bonus period. He takes off, from the standardi/eil sched- 
ule of operations, the standartl times alhiwed for these jobs, 
adds them together, and divides these total standard hours 
by the total of the wage hours the man actu.illy worked, 
d'he result gi\’es him the man’s efficiency percentage for 
bonus calculation. I le looks in his stamlard table for the 
bonus corres[)onding to that elhciency and adds it to the 
man’s regular wages, d'he first result, then, is that minute 
time-taking is not essential. I he secoinl result is that un- 
less a man maintains good efficiency on all jobs his bonus is 
automatically cut down. Suppose, working repetitively at 
a job standardized at 60 minutes, a man should spurt for 
two hours at a qo-minutc gait, and then should loaf for 
eight hours at a i 2()-minutc gait, he would finish in 600 
minutes only seven jobs standardized in total at 420 min- 
utes. H is efficiency wouKl he 420 divided by 6o(j, or 70 
per cent. His bonus would practically disai)pcar. He 
would still get his day wages, of course, just as he \vt)uld 
under the (iantt plan or the Halsey plan; hut uruler the 
Halsey premium he uould, and under the (iantt system he 
miyht, be awarded bonus for the three (juick jobs, although 
on the whole he was not a profitable man to the shop. It 
is not uncommon, where the premium system is in force, for 
men to beat the shop in this way by earning a good pre- 
mium through an energetic spurt and then loafing along 
at day wages f(ir some time afterwards. This disposition 
Is automatically met by the efficiency plan, (jantt provides 
for it to a considerable extent by offering a secondary bonus; 
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for example, a bonus to the foreman if every man under 
him makes bonus, or a second bonus to the worker who 
makes bonus every day in the week. 

A peculiar point in the efficiency system is that the bonus 
begins at 66 2-3 per cent efficiency. 7 he awards for the 
earlier and easier savings of time, however, are very small. 
At 67 per cent efficiency the bonus is i-ioo of i per cent 
of a man’s wages. It docs not become i per cent of his 
wages until he reaches 74 per cent efficiency. At 77 per 
cent efficiency the bonus is 2 per cent of wages; at 83 per 
cent it is 5 per cent of his wages; at 90 per cent efficiency, 10 
per cent of wages; and at loo per cent efficiency, 20 per cent 
of wages. I he full table is given below: 
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7 o go back to a simile already used, if Gantt invites the 
men to jump and Halsey coaxes them up an inclined plane, 
we iTiight say that Kmerson shapes this plane to a gradually 
increasing curve. Each man’s performance is measured by 
the distance he comes along the curve, while his reward is 
proportioned to the vertical height he climbs. Increasing 
fatigue is thus met by- proportionate reward for each suc- 
cessive effort. The normal result is the training of a num- 
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ber of men with graduated records, as under the Halsey 
plan, but with a tendency to collect the denser crowd near 
the top, with the line thinning out as you go down the scale 
to the smaller and poorer performances. 

Omitting minor variations which are of limited interest, 
the systems we have now re\ iewed comprise all the well 
recognized and distinctly formulatcil wage systeiiis properly 
speaking. 'Ihere are, howe\er, certaifi other policies of 
handling labor without particular stress on the mcthotl of 
paying wages wliich have many strong and interesting char- 
acteristics and are worthy ot notice, even in an elementary 
review. 

d he first of these is connected with the name of h'rank H. 
(jilbreth,' a disciple and adherent of the 'Taylor doctrine, 
whose methods have been developed and apfilied chiefly in 
connection with building and general contracting, (iilhreth 
maintains that not e\’cn time study ” is the limit of ele- 
mentary scientific analysis — that hack of that is “motion 
study.” Ilis best known work has been in the simplifica- 
tion of building operations by very skillful and very inter- 
esting eliminations of traditional but needless wastes of ef- 
fort or method. Ilis practice in handling labor is 
characterized by four major j)rinciples: T'irst, the separation 
of the work so that, as far as can possibly be managed, 
each man works separately ami individually — that i<J, so 
that his separate indl\ ldual performance can be tiistinguished 
and measured. Second, constant observation by a sufficient 
force of timekeepers to record individual performance from 
hour to hour. 1 hirtl, conspicuous and immediate posting 
of these records so that comparison between man and man, 
or, if unavoidable, between gang and gang, can be made 
every shift, if not indeed every hour. T'ourth, reward of 

^ His principal pilblications descriptive of liis methods arc “ Brick-Lay- 
ing System,” Myron C Clark, ” Field System,” tlic same, “Motion 
Study,” L) Van Xostrand Co, » 
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some kind (and experience shows that it may be of the most 
varied kind so long as it is positive and conspicuous) for the 
best performance or performers, and admonition for the 
poorest. In brief, it depends largely upon the stimulus of 
emulation, of competition, and it consists essentially in pro- 
viding conditions under which emulation can work most 
actively and in providing prizes, cither substantial or senti- 
mental, to be competed for. 

'I'he next to be mentioned is the policy or method con- 
nected with the name of Charles li. Carpenter,^ which has 
the following characteristics: l^lrst, great emphasis is laid 
upon a committee system, by which officials responsible for 
the prosecution of the work are brought into frequent meet- 
ings to report upon existing conditions and to furnish esti- 
mates or commit themselves to agreement as to what can 
be accomplished in the immediate future. Second, an im- 
mediate record is made of these reports and undertakings, 
usually on a blackboard, so that the official goes down in 
black and white before his fellows, and knows that the 
record will confront him at the next meeting, d'hird, this 
system of conference and consultation, with some attendant 
emulation, is carried down even to assistant foremen and 
job bosses. Fourth, a system of intlividual reward by a 
slight increase of wages or small promotion is used to en- 
courage and distinguish the man who strives for and attains 
more than ortlinary efficiency. 

Neither of these systems is as automatic in its action as the 
wage systems previously described, but both aim at the same 
purpose, which runs through all the methods considered — 
the restoration of individuality to the workman, who has 
been' so largely unindividualized by the major tendencies of 
the modern industrial system. 

Profit-sharing is frequently spoken or thought of as if 

^ For a full exposition, see his book “ Profit Making in Shop and Fac- 
tory Management,” The Enitncering Maga::ifie 
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it were some sort of \vap;e system, and is mistakenly classed 
with premium and bonus plans. 

It is not naturally related to these systems, either in 
method of administration or in philosophy. It lacks com- 
pletely the Individiiali/in^ action, uhich, as prex iously urged, 
is one of the fundamental qualities ot the premium, bonus 
and efficiency plans generally. By prollt-sliaring, as the 
term is now used, is meant the policy ot flaying to labor, at 
rather long inter\als — usually a year, although sometimes 
six months or even three months — a di\'idend related in 
some way to the net prollts of the business for the same 
season. .\ typical instance in this country is that ot the 
Procter (jaml)le Co. Profit-sharing has i)een in effect in 
the Ivorydale factories for a good many years, the practice 
being to pay to a selected class of the workpeople, as a 
dividend, a percentage of their wages eaiual to the rate de- 
clared on the common stock of the company. The practice 
is more widely used in I'bigland than in the United States, 
perhaps because the |)iece-rate, bonus, and premium systems, 
originating here, anticipated the profit-sharing system, and 
already occupied the place it might possibly otherwise have 
taken. 

d'hc difference in idea and in operation scarcely needs to 
be pointed out. 

In the wage systems which we have already discus.K*d, 
the increased earnings arc directly proportioned to the in- 
creased effort of the workman, and are received promptly in 
connection with his regular payment for that effort, d he 
connection between extra diligence and extra reward is in- 
stant and ob\'ious. If a man works hard he receives all the 
benefit. If he does not gain any bonus or |)remium he 
usually has only himself to blame. In profit-sharing, the 
dividend comes rafter the lapse of a long period of time, and 
the conditions leading up to it are more or less obscure. It 
depends upon the net earnings of the business, which are 
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affected by many elements, of which labor in total is only 
one, and the work of any single individual is an extremely 
small fraction, d he man who has worked very hard may 
be disappointed because losses through bad debts, errors of 
business judgment, or an unforeseen change in the markets, 
have cut into the profits of the concern and no net earnings 
arc shown, d'here is too much bookkeeping between the 
individual worker and the company’s published report, and 
the man is always inclined to think that accounts are being 
juggled so as to deprive him of his dividends. Lastly, the 
extra payment is cither divided among all employees, effi- 
cient and inefficient alike, or else the employees are graded 
into classes, not automatically by the inerrant justice of their 
time and job records, but arbitrarily by the ruling of some 
superintendent or foreman. 

Prolit-sharing, therefore, while it is to be respected as 
an earnest attempt to harmoni/e labor and capital, is 
not a very logical or very successful attempt. When all is 
said and done, it has the air of being a sort of gratuity and 
it is not properly speaking an advanced method of wage pay- 
ment. I he same thing seems to be true in part of the plan 
for selling stock of a corporation to the employees which 
seems to be finding favor nowatiays. d'here is no neces- 
sary, automatic, and manifestly just relation between an 
employee’s efficiency or faithfulness and his ability to save 
money and invest in stocks. 7 he most tleserv lng man in 
the company’s service may have a large family, or a sick 
wife, or dependent parents, aiul he may have to turn aside 
from the opportunity to become an investor and see it go to 
someone whom he knows (as perhaps only one workman 
caiT know another) is less worthy. The plan of course 
creates a body of employees whose interests are financially 
interlocked with the interests of the company, and to this 
extent it tends to “ harmonize capital and labor,” but this 
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body is necessarily small and is not necessarily formed on 
logical lines. 

Bciore lea\ing the subject ot labor, it is expedient to 
say something upon an aspect ol the treatment ot labor in 
industrial plants which has recently been ad\anceil promi- 
nently into public view, d'his is what is generally known 
as betterment or weltare work, and it covers all sorts of 
institutions for the h\giene, com tort, pleasure and instruc- 
tion of the workers. ‘ Fhese institutions are outsliie ol con- 
tract relations between employer and employee, but installed 
or promoted by the employer with moti\ es in ^^hlch altruism 
and enlightened selllshness are compoundetl in xarious pro- 
portions. Usually it is frankly admitted that the purpose 
is to provide a healthy physical and moral atmos[)here in 
which the employee m<iy naturally de\’elop his highest efli- 
ciency, to make conditions so pleasant that good men will 
naturally Incline to rem.iin j)ermanently in the ser\ ice rather 
than to rove, and to establish a (eeling of friendliness and 
good will to wfiich the employee will res[)ond by willing 
loyalty to his work arul his employer. 

I'here is great diversity in opinion as to how far work 
of this kind may adsantageously go. Comparatively few 
years ago there was generally very great indifference on the 
part of manufacturers as to the physical well-being of their 
workpeople, and conditions of light, heat, ventilation •and 
sanitation were often completely ignored. While the newer 
movement has gone to perhaps extravagant extremes in cer- 
tain cases, there is no doubt whatever that it has exercisetl 
an excellent influence in awakening shop managers to a 
realization that employees should be surrounded with condi- 
tions of ordinary decency and comfort at least, and that the 
money so expended yields large return in improved output 

^ A very large nittnf)er of examples arc assembled in *' Social F.nginccr- 
ing,” by Dr. W II. Tolman, Mefiraw liil! liook (,o. 
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and quality of work. One of the ablest works managers 
1 ever knew used to say: “We must give the workmen a 
comfortable shop, well lighted, well ventilated, warmed if 
necessary to a point comfortable for physical exertion; we 
must give him a place to change his clothes, to wash with 
proper regard for his individual self-respect. \Vc must 
have well kept lavatories and sanitary conveniences. Why 

— because we love the workman? No, but because, like 
all other machines, he works best when he is kept in the 
best condition.” d'his is a very utilitarian statement, and 
perhaps it expresses the lowest limit to which welfare work 
should certainly go. It must be admitted that where con- 
ditions of peculiar discomfort arc attendant u[)on the work 

— conditions- w'hich the employee alone is unable to remedy 

— the employer may W'ell go to considerable length in over- 
coming them or in supplying offsetting comforts. I noticed 
recently in a trip over the Santa he road * that reading and 
recreation rooms at division points, especially across the 
desert, were throngingly patroni/cd by the men. i he outfit 
was very simple; merely a couple of rooms w^ith plain tables 
and chairs, the principal monthly and w'eckly magazines, 
and dailies from the larger cities along the road; oppor- 
tunities for playing cards, checkers or other games, and 
perhaps a piano. At larger points they might have a bil- 
liard table or a bowling alley. Unquestionably, in those 
crude desert towns, devoid of any other wholesome interest, 
the Santa Fe reading rooms w^ere not only a strong force for 
law, order, and morality, but also a great advantage in keep- 
ing men from that extreme of discontentment which would 
have made them a fickle and unreliable class of employees in 
the service of the road. 

Beyond this we might go AVith hesitation. There are, 
however, a number of companies and corporations which 

’ See ‘'Methods of the Sant.i Fc,” by Charles Buxton Going; The En- 
Mafjacuic. 



FllILOSOlMlILS OF LABOR MANAGLMINP 


I5I 


have attracted wide notice by a series of pro\ isions for com- 
fort, instruction, and recreation of their workpeople both 
in and out ol working hours. It would lie rash to claim an 
ability to speak the tinal word on the (|uestion, but under 
a\’erage American conditions, it is probably best for both 
employer and employee to rest content with the lower limit 
herein suggested — that is, thorough, honest, earnest at- 
tention to intia-plafit conditions ol liygiene and safety — 
accompanying a mode and scale of paNinent which enables 
the em[iIo)ee to leali/e the laigest earnings possible to his 
capacity. 
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M \ 1 l-KIAl s 

I \ a preceding chapter we assumed the maim factiirer’s 
point ot \ iew, li'orn whieh e\ery ju-oposition in produc- 
tion is dix’isihlc into three terms: materials, labor and ex- 
pense. In a more detailed examination of these three di- 
\isions ot cost, we ha\e re\ ersed this order and ha\ e stiulied, 
first, expense, then labor, and lastly we come to materials, 
d'he reason tor iinertint^ the seijuence h) which the actual 
things wouhl appear in practice, is that the justif\in^ reasons 
for many of the wa^e-payinj; metiiods and broader indus- 
trial policies Income clear only after we realize clearly the 
peculiar characteristics ot the expense account aiui its shift- 
ing ratio to the other costs of pi oiluction -- its decreasing 
relati\e importance as the volume of prodiution rises, and 
the conseijuent desirability of stimulating pioduction through 
increased ctiiciency of labor, e\ en at a considerable increase 
of labor cost. Labor w.is taken up next so that the tenden- 
cies of the various wage systems might he measured in the 
closest possible connection with the problem of costs. * VVe 
come now to material, which, on account of its passive, 
inert character, seems best able to suffer the dehi)' ami seems 
also perhaps to offer less ojiportunities for profitable study. 

Yet there is an aspect of material which we may advan- 
tageously consider for the moment, with the purpose of 
increasing our respect for it. If you trace ajmost any 
material thing hack to its ultimate sources, you will find that 
a very large friction of its entire value comes from the labor 
that has been expended upon it. In other w’ords, almost 
all manufactured material, and even a good deal of what 

155 
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would be classed by manufacturers as raw material, is crys- 
tallized labor. I'he ore in the ground, the timber in the 
forest, the seed in the soil, even the land itself, is of small 
worth until the work of men’s hands and brains has been 
expended upon it. But at each stage of the processes through 
which it passes, the labor of all the preceding stages is to 
be found literally materialized and embodied permanently 
in the partly finished product. What was “ labor ” to the 
preceding workman has become “ material ” to the follow- 
ing one. 

d'akc the case of flax, d'hc cost of the seed ready to 
sow is largely that of the labor it took to grow it. I'he 
crop of fibre lit for spinning adds to that the value of the 
work of cultivating, pulling, threshing, retting, hetchellng; 
in the spun thread a further increment of price appears, cor- 
responding to the work of spinning; the woven linen is more 
valuable still by the measure of the labor of the weavers 
and the looms. Vet with all this “ labor ” accumulated in 
it, the linen is “ raw material ” to the shirt-maker. It is so 
again even more evidently perhaps with the ascending scale 
of values in the materials fashioned into an engine or ma- 
chine; probably a small fraction of one per cent of the market 
price represents the ore in the grouiul from which they were 
made. 

By “I abor ” of course we understand labor of adminis- 
tration and direction — labor of brain — as well as manual 
effort, and we tlo not purpose to ignore the successive addi- 
tions of profit. Making these allowances, however, if we 
take the entire range of the history of almost any product 
or manufacture, we shall find that direct or indirect labor 
accounts for nearly all its value. 

This, however, is a general argument, and, like a general 
rule, it may be of no particular service in a, particular case. 
In any particular problem of production or industrial opera- 
tion with which we art directly concerned, the relative im- 
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portancc of material as compared with labor or expense may 
he large or may be small. We are not particularly ct)n- 
cerned with the history of the material bet ore it came to us, 
except so far, perhaps, as that may influence its quality. 
We are a good deal concerned with its relative \'alue in our 
own special formula : 

iMaterials i Labor \- Lxpense Manufacturing Cost. 

d here are enormous differences in the rel.itive weight 
these three variables assume in this formula as it is a[)plieil 
to \ arious lines of manufacture. If our business is that of 
a hea\’y foundry or of steel structural work, materials may be 
by far the most important account to us, while labor takes 
a comparatively small part in our total costs. In an ordi- 
nary machine shop, the expense of fuel used in the power 
plant and the eflicienc\ of the engine driving the shop may 
not cut a large figure in the total result; the Important con- 
sideration here is to secure the highest efficiency from the 
workers and from the expensive mechanical plant (that is, 
from the machine and other labor) so as to turn out the 
maximum product; fuel expense is but a siTiall fraction of 
the total expense burden which the product must bear. ILit 
In a central station selling power or light, the cost and 
quality of the fuel and the efficiency of the engines are of 
prime Importance, for coal has now become the raw ma- 
terial, and the engines and boilers are the machinery turn- 
ing out the product — that Is, kilowatts at the switchboard 
— while labor Is a relatively small Item. Again, if you arc 
furnishing Insurance,’ material practically disappears as an 
element of cost, and the account to which the highest and 
most skilled attention must be tlirccted is that of risk. 

d'he point deserves emphasis. It Is not merely curious 

' P'or purposc'N of oni|)hasis, I have horrowed an illuslralion from James 
Xewton Gunn ILit in strict analogy, tlic “.Material” used by an in- 
surance company is crcd\t, and is by no mean? inconsiderable. 
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or fantastic. It is not an idle play upon the interest of the 
theme to draw illustrations from an extreme case. The very 
first necessity in addressing ourselves to any problem of 
works management is to get a clear analysis of the situation, 
and this analysis must he not merely qualitative but quantita- 
tive. We must find the absolute and the relative weights of 
all the elements involved. Then, by comparison with stand- 
ards, we can sec clearly where the work of betterment will 
yiehl the largest results. We can attack the thing which is 
most important first, and work from the greater to the less. 

Material (or as it is commonly called in shop language, 
“stores” when unfinished and “stock” when finished) is 
of course the central interest about which the whole organi- 
zation of the plant is built up. Txpensivc machinery is 
installed to fashion it; workmen, skilled and unskilled, are 
hired to operate upon it; shcip transportation systems are 
provided to handle it; it is the beginning and the end of 
the whole scheme of manufacture — the solitl, physical 
nucleus upon which added value is built up by the various 
operations. It enters perhaps in crude and inexpensive 
form. It moves through the factory, gathering to itself, 
as it were, the values of men’s time, of machine hours, of 
interest on investment in plant and equipment, of skilled 
superintentlcnce and management. It emerges with all 
these^ incorporeal values of time and work and skill, ma- 
terialized and Incorporated in the finished stock. The in- 
crement may be one-tenth of the original cost or one 
hundred times that cost; it is evidently more, for example, 
in the case of the hair spring of a watch than it is in the 
case of a common grate bar; but there it is, crystallized in 
the completed work. 

This value is rendered fluid again, so far as the plant 
creating it is concerned, by sale — that is, by exchange of the 
finished stock for money, with which more crude material, 
time, work and skill may be purchased. 
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Looked at in this way, material appears to be a matter 
of great importance, not only in itself, but in its relations 
to the sometimes larger elements of labor and expense. If 
stock is accumulated in excess of reasonable pro\ Ision, it 
means at least idle capital, probable inconvenience arid adeled 
expense in the ordinary movement of work, ami possibly 
total loss through some change of plans, metlnuls or pat- 
terns. If stores run short on even one item, it may mean 
stagnation to a whole group ot manufactures thus left in- 
complete, and it may cause torced and ex[)ensiv'e idleness to 
a whole department. 

Stock, theretore, is really in a sense more important than 
the money it re[)resents, for it lias more potential energy for 
harm or tor gootl. Vet it is notorious that many iiulustrial 
plants (it miglu almost be said most industrial plants) arc 
exceedingly lax in supervision and administ 1 .ition of the 
stock department or, as it is more oiten calletl, stores de- 
partment. d hey are strenuously caret ul of the dollar in 
the safe, and llagrantly careless ot the dollar in the stock 
bins. In short, it has oiten been remarked that stores- 
kceping is a very backward branch of works management. 
It has not in j^aier.il received the same careful study, the 
same skillful work for betterment of efficiency, that lias been 
put, for example, upon the (|uestion of l.ibor. Stores- 
keeping methods are therelore likely ti) be found relatively 
inefficient, and for this reason might afford a very interest- 
ing field for study because there is more opportunity to se- 
cure economically important results. 

In an outline so general as this we need not go far into 
the details of the subject, but we may summari/.e certain 
principles found advantageous in systematic handling of 
materials in manufacturing establishments. 

Purchase is a specialized function in itself, and as we noted 
In a preceding chapter is committed to a purchasing agent, 
with such departmental assistance as. the magnitude of the 
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business may demand. The purchasing agent does not act 
on his own initiative, but on orders from the manufacturing 
department, often transmitted through the stores depart- 
ment. d’he duty of the purchasing agent is to sec that 
materials of the proper description are ordered from 
sources that best meet the important conditions of quality, 
price, and time of delivery; he must then follow up the pur- 
chase ortler until the goods are received and quantity and 
{juallty verified. I he material passes then to the stores- 
keepcT, the invoices, properly certllicHl, go to the auditor, 
and the purchasing agent’s duties as to that [)articular trans- 
action arc finished. The most Important e(]iiipment for the 
purchasing agent is thorough knowledge of the trades he has 
to deal with, supplemented by systematically lileil catalogues, 
and authoritative information as to market (flotations. 

When it has been received at the works, material, as we 
have alreatly seen, passes into the custody of the stores de- 
partment, I he chief functions of this department arc four. 
First, it anticipates or meets the material wants of the fac- 
tory, by securing the requisite supplies through the 
purchasing agent. Second, it receives and verifies the ma- 
terial when delivered, and provides for its orderly safe- 
keeping. 'Third, it issues material as needed for the 
operations of the manufacturing department and receives it 
again in the finished state ready for shipment. I'ourth, it 
maintains exact records of every receipt and issue and of 
balances remaining on hand. 

In the performance of these duties an effective stores 
system should accomplish at least four things: 

First. It should prevent over-investment and un- 
balanced accumulation. Of course, an extraordinary pur- 
chase to secure advantage of special market conditions, 
although leading to a temporary over-investment or 
overbalance of some item of stores, might yet be very wise. 
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I his is an oh\ lous exception which common-sense would 
sugircst. 

Second. It should give automatic warning oi a|iproach 
to a minimum on any item, so that the danger may he 
averted by filling up the low points. 

d bird. It should pro\ itlc eflective means for getting the 
material through tlie factory rapidU and without ilelays, 
CN’en up to the final delivery ol the finishcil stock. 

Fourth. It shoiikl furnish records of e\eiy deli\ery, so 
that each ortler can he traced aiul identilieii with the job and 
with the workmen, and so that every part or piece may be 
acccninted tor and a continuous iiuentory of stork on hand 
may be obtainable. 

It is apparent that these re(]uircments connect the stores 
department \'ery closely with the purchasing ilepartment on 
the one side, with the cost department throughout, and with 
the shipping department on the other side. Fnder able 
and energetic administration, indeetl, it may be made (and 
in some modern institutions it is being made) not sim[)ly 
a bureau of custody and record, but a leader and a driver of 
the manufacturing superintendents and the operating officers. 
1^1 ven though it dune no executive authority over manufac- 
tures, it can and it should disclose delays, inefficiencies, 
irregularities, and extravagances ami bring them to the 
attention of the executives for correction. ' 

So much for the functions of the stores department. As 
to its organization and conduct, also, we may define a very 
few prominent features which appear to advantage in some 
of the most advancetl systems now in successful o[)eration. 

The first of these is the standardized listing of all standard 
stores, establishing standard nomenclature for every item, 
d'he use of symbols may be advisable, and in some cases 
dimensional figures and sketches in the standard lists may be 
expedient. 
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The second is the systematic and accessible arrangement of 
all stores — heavy stock, on the ground or on floors, lighter 
parts in bins or on shelving. Mvery section or item should 
be identified by a descriptive card or tag, properly displayed. 
It is not essential that all material should be in one central 
storehouse. It may be of great advantage to have heavy 
stores, especially, delivered and stored near to the point of 
use, and to have sub-stores where they will save the time of 
long journeys to and fro with reijuisitions and deliveries of 
stores to 1111 them. All the lighter and more valuable pieces, 
however, should be actually and physically contained in a 
store-room, and it is highly advantageous, when possible, to 
have a standard arrangement so that all sub-stores repeat 
the features of the main storehouse. All stores and stock 
should be under the charge of a storekeeper and every is- 
sue should be only upon regular re(juisitlon from proper 
and responsible authority. 

Third. Careful and immediate record should be made 
of every withdrawal from stores and of every addition to 
every item, either in stock books or other permanent forms 
of record, or ofi tlie cards attached to the bins, or both, and 
the stock books may advantageously follow^ the classification 
system and arrangement of the stock bins. 

Fourth. Carefully determined high and low limits 
should be fixed tor every item kept in stock. 1 heir size 
and range must depentl, of course, on the rate at which each 
item is used and the length of time necessary to get a new 
supply. Provision should then be made to have a replace- 
ment order put in w’hcncver any item falls to the minimum, 
so that a new' supply may be bought or manufactured, 
(jcnerally speaking, when an item has fallen to a minimum, 
a replacement order for the maximum quantity or a large 
percentage of it is put in, the minimum being fixed at such 
a point that it will last until the new lot is received, allow- 
ing a reasonable margm of safety for contingencies. 
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It Is evident that special knowlcd|:t^' talent, arul skilled 
knowledge and discretion, are necessary in standardizing the 
elements of stoies, in designing the arr.uigement of the 
stores rooms, and in iletei mining maximum and minimuni 
limits; but after that the routine becomes mechanical, and 
the ordinar\ lunctions ot operating the system are merely 
clerical. In other wonls, we have here the same iilea that 
has already been alliuled to in connection with mechanical 
manufacture — the skdl of the exceptional genius is perma- 
nently built into the machine or system, and the routine of 
the repetitive movements of that machine or system can be 
supervised by the cheaper intelligence and the lower-priced 
labor of the macliine tender, or clerk, without lear of any 
deterioration in the ijuality of the [Product. 

d'he actual movement ot material — that is, shop trans- 
portation — is ot course an expemse accoutit, and we met 
it when we were considering the distribution of expense; the 
discussiori of the physical means tor accomplishing such work 
belongs to the study of manufacturing-|)lant design and shop 
transportation rather than to this examination of the ele- 
ments of management, i'he transportation of material, how- 
ever, is so intirnately associated with storeskeeping that it 
should be noted here that very important influences on 
economy may be exerted by the arrangeriient and the ap- 
pliances adopted. In general, economy is favored by 
orderly progress of material in one direction through *the 
works, the transportation lines of the various pieces or parts 
from the stores department, through the manufacturing 
operations, gradually drawing together in the order of as- 
sembly. dhis ideal, however, becomes more and more 
difficult to realize practically as our finished proiluct.be- 
comes more and more complicated, and in many cases only 

an approximation to the ideal can be secured.' 

• 

' For an excellent treatment of this ‘siihjcct see "Industrial Plants; their 
Arrangement and Construction/’ by Charles Day; The /:ui/tueenn(j 


azinc. 
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Material and the transportation of material are further- 
more very Important In that they may dictate the location, 
and must control the design, layout, and equipment of the 
plant. To a very great extent, also, they will determine 
the selection of personnel, the form of organization, and 
probably the manufacturing policy. 

Take, for Instance, the case of a soap works. We shall 
have here the problem of a converging flow of materials to 
the kettle house, and from thence a stream of solid product 
to the shi[)[)ing platforms. Up to the point of its solidifica- 
tion in the frames, our material Is almost all fluid, Is handled 
at very little expense by |)umping, and allows great elasticity 
of arrangement. 

Contrast with this the problem of the shipyard, which is 
fundamentally putting overboard an enormously heavy unit 
of product. I'lverything must be subservient to the location 
of the shipways; our material is almost all in heavy pieces, 
rc(|uiring heavy, fixed transportation systems, and the whole 
scheme is extremely rigitl. 

If, again, we ha\'e to tleal with the manufacture of type- 
writers or cash registers, or some such light mechanical 
product turned out largely on automatic machinery, our 
problem is the accurate manufacture of enormous numbers 
of very small parts, their orderly convergence to sub-centers 
of assembling, and final assembling of the group parts into 
the ^finished machine. We should doubtless install such a 
manufacture in buildings of very good class, well lighted and 
well ecjuippetl, to attract a desirable grade of labor, with 
close communication between the various departments. 

Lastly, if we are interested in powder-making, the con- 
ditiqn which dominates the whole installation is that of pos- 
sible explosion, and our ideal is a plant widely scattered into 
small units, none of them large enough to do disastrous 
harm, housed in buildings so light that they can blow to 
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pieces without throwing heavy fragments, and isolated by 
natural or artificial harriers. 

Here, then, as elsewhere in the manufacturing [iroblcm, 
we sec that while our |)urposes are fixed, the means by which 
those purposes are reached must vary with each particular 
case or eacli particular class ol cases, and the first aiul great 
essential to success is intelligent suivcy of our conditions, 
and then the application ot scientific knowlcilgc, intelligent 
methods, plain, practical common-sense to the pro\ision of 
means for meeting them. 


THE END 
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